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l. INTRODUCTION 


Accounting should provide periodic measurement of corporate 
Progress, and financial statements that assist users in making 
decisions. It is a means of communicating relevant information 
to interested parties to help them assess performance of any 
business activity, and examining such factors as return, risk, li- 
quidity, and future growth. The traditional accounting-model is 
based on reporting transactions in terms of dollars at the date of 
those transactions. As a result of this model, the users of histori- 
cal financial statements are presented with a record of a mixture 
of transactions occurring at different times, added together and 
portrayed as if their economic significance could be evaluated in 
terms of the present-day value of money. 


The balance sheet is criticized on the grounds that values in 
fixed assets in particular do not represent the real value of those 
assets employed in a business. Thus investors and lenders have 
a hard time determining the values supporting investments and 
the real return on investments. 


The income statement is considered to be weak, particularly for 
depreciation charges and cost of goods sold. Similar assets ac- 
quired at different times for varying prices will generate unlike 
charges to depreciation expense, even though they make simi- 
lar contributions to the business. Inventories bought and 
charged to expense at transaction cost may have to be replaced 
at inflated prices to maintain the operating-capability of the com- 
pany. If higher replacement costs for fixed assets and invento- 
ries are recognized by management and reflected in higher sell- 
ing-prices, the effect under the historical cost-accounting model 
is to show a higher net income because of sales revenue based 
on current values and a significant portion of expenses based 
on historical costs. A portion of such net income is illusory in an 
economic sense, since it is needed to maintain the operating- 
capability of the company. 


A further problem is that operating-results and financial posi- 
tions cannot be reasonably compared on a year-to-year basis 
within one company, and comparisons between companies may 
be invalid. Some companies have attempted to overcome the 
deficiencies by introducing additional reporting-methods. The 
techniques to overcome the weakness of financial statements 
from changes in money value are generally called inflation ac- 
counting, and are the subject of this report. The ability to cope 
with deflation was also considered in carrying out the study, but 
deflation is not specifically addressed in the report. 


ll. PURPOSE AND SCOPE OF REPORT 


The objective of the study was to review the different models for 
inflation accounting and assess their application to the specific 
and particular needs of Ontario Hydro, a public Crown corpora- 
tion. With a general indication of the effect different accounting 
models would have on Ontario Hydro, the Corporation would be 
in a position to determine whether policy should be changed to 
provide financial data in another form. In particular the report 
analyses the feasibility of inflation accounting as it relates to the 
following functions: 


1. financial planning; 


2. internal reporting for decision-making, control, and ap- 
praisal of performance; 


3. external reporting for investors and to comply with legal re- 
quirements; and 


4. revenue requirements. 


The study team investigated feasibility of the alternative techni- 
ques available for presenting financial statements, and applied 
some of these techniques to the financial data of Ontario Hydro 
for 1974. The approach they took was to research the available 
literature in this field and attend seminars and workshops with 
corporate executives, academics, and members of the account- 
ing-profession. This led them to choose various methods to test 
using Ontario Hydro data. They did not strive for great accuracy 
in details. To have done so would have added needlessly to the 
effort required and to the cost of the study. 


lil. SUMMARY AND RECOMMENDATIONS 


A. SUMMARY OF REPORT 


For some years, academics, accountants, and businessmen 
have been wrestling with the problems of inflation accounting. In 
the search for solutions to the apparent deficiencies of tradi- 
tional historical-cost accounting, two main alternatives have 
emerged. One is a purchasing-power (general-price-level ac- 
counting) which involves applying a single index and is simply 
an extension of historical-cost accounting; the other is centred 
on current-value accounting, of which there are several techni- 
ques. 


Initial efforts were directed mainly towards general-price-level 
accounting, and accounting-bodies such as the Institute of 
Chartered Accountants in England and Wales, the Financial Ac- 
counting Standards Board (FASB) in the U.S. and the Canadian 
Institute of Chartered Accountants (CICA) came out with expo- 
sure drafts proposing its use, suggesting experimentation, and 
asking for comments. Very recently, there has been a marked 
shift away from this approach, and its use has been essentially 
left on a voluntary basis. 


The primary focus now is on current-value accounting, and di- 
fferent countries are in different stages of development. The pro- 
posals of a government-appointed Inflation Accounting Commit- 
tee in the United Kingdom have been accepted (Sandilands 
Committee Report) and a steering-group is working on imple- 
menting current-value accounting and determining whether 
general price-level accounting can be included. In a status re- 
port dated 4 June 1976, FASB in the U.S. decided to defer fur- 
ther consideration of a statement on general price-level report- 
ing at this time, because it was felt that the need for this type of 
information was now not sufficiently demonstrated to justify im- 
posing its implementation upon all preparers of financial state- 
ments. Meanwhile, the Securities and Exchange Commission 
(SEC) in the U.S. has established a requirement for registrants 
to disclose certain current-value information, which has gener- 
ally been made effective for financial statements covering fiscal 
years ending on or after 25 December 1976. In Canada the 
CICA exposure draft on general-price-level accounting is in lim- 
bo, and a discussion paper on current-value accounting has re- 
cently been issued for comments. 


The study team assessed the usefulness of both general-price- 
level and current-value accounting in terms of Ontario Hydro’s 
specific needs, both for internal and external purposes. It should 
be noted that since Ontario Hydro pays neither income taxes 
nor dividends to shareholders, it lacks many important motives 
private companies have for changing over. 


The following briefly outlines the findings and conclusions rela- 
tive to the four functions analysed: 


1. Inflation is already recognized in the present financial-plan- 
ning process, since future costs are adjusted for expected 
rates of inflation. In the financial forecast, overall cash-flow 
requirements are evaluated, giving consideration to trade- 
offs between financial soundness, rate increases, availability 
of capital, and the ongoing capital construction program. 
Adopting either form of inflation accounting would not 
benefit this process. 


2. Adopting inflation accounting for purposes of internal re- 
porting would not aid the processes decision-making, con- 
trol, and appraisal of performance as presently carried out 
in Ontario Hydro. 


Spending decisions are based on estimates of future incremen- 
tal costs, which are not the same as costs restated by a general 
index or replacement costs. They are based on 
differencesbetween alternatives, with future estimates of cash 
flows appropriately discounted, and the primary emphasis is on 
minimizing costs. 


Ontario Hydro’s main management reporting-system is based 
on comparisons of actual and projected data against original 
forecast data on a compatible basis, and already includes pre- 
dictions of cost escalation. 


Measures of productivity usually involve comparisons of work 
output against standards and service criteria, and any form of 
inflation accounting would not improve this process. 


3. A portion of the equity financing obtained through rates is _ 
used to provide capital facilities to meet future load demand. 
Applying current-value accounting techniques, the argu- 
ment that present customers should pay for the cost of facil- 
ities they are using in terms of today’s dollars should be de- 
veloped to further support total revenue requirements 
before review bodies. This can be done without implement- 
ing a complete model of current-value accounting and pro- 
ducing the associated periodic statements. 


4. For purposes of external reporting, it is considered prudent 
for Ontario Hydro to provide whatever information is re- 
quired to maintain its standing in the Canadian and foreign 
capital markets. This will depend on the type of information 
investors need to improve their ability to analyse companies, 
which undoubtedly is headed towards current-value infor- 
mation. In Canada, there are no immediate concerns or re- 
quirements to satisfy. In the U.S., as was mentioned above, 
the SEC now requires registrants to provide certain cur- 
rent-value information. At the present, this requirement does 
not apply to foreign governments and agencies, but this 
may very well change in the future. 


Since the CICA have asked for comments on their general price- 
level exposure draft and have now also asked for comments on 
current-value accounting, it is considered appropriate to make 
this report available to them as well as other interested parties. 


B. SUMMARY OF RECOMMENDATIONS 


Based on the analysis completed within this review, as outlined 
in this report and its appendices, it is recommended that: 


1. Ontario Hydro should not adopt inflation- 
accounting techniques for internal purposes at 
this time. 


2. Ontario Hydro should not adopt inflation- 
accounting techniques for purposes of general 
external reporting at this time. However, a further 
study should be carried out to determine the 
costs and benefits of providing certain replace- 
ment-cost information required by the SEC in the 
U.S., but which is not yet mandatory for foreign 
governments and agencies. 


3. Ontario Hydro should make this report available 
to the CICA and other interested parties. 


IV. CURRENT STATE OF THE ART 


A. BACKGROUND 


In the search for solutions to the apparent deficiencies associ- 
ated with historical cost accounting, two main alternatives have 
emerged under the general heading of inflation-accounting 
techniques: 


1. restating historical costs in terms of general or average pur- 
chasing power, and 


2. some form of current-value accounting. 


Restating historical costs in terms of general or average pur- 
chasing-power is essentially a mechanical process, by which 
transactions recorded at historical costs are all expressed in 
units of purchasing-power, usually at the date of the most recent 
balance sheet, by applying a single price index. 


Current-value accounting describes a family of techniques 
which attempt to deal with values of assets as opposed to costs. 
There are four main procedures, which differ in method of valu- 
ation. These are: 


1. Replacement Cost. The present-day cost to replace the ca- 
pacity of an asset held with an asset of equivalent capacity 
in present-day technology. 


2. Reproduction Cost. The present-day cost to produce an as- 
set identical to the one held. 


3. Resale Price. The net price after selling-expense which 
could be obtained by selling an asset. 


4. Discounted Future Cash Receipts. The present value of the 
future cash flow which can be attributed to an asset. 


Inflation-accounting techniques have commanded the urgent at- 
tention of the accounting-profession, academics, and business 
leaders throughout the world. Much effort has been devoted to- 
wards the research and development of such techniques. The 
following four sections outline the state of the art of inflation ac- 
counting in different countries. 


B. CANADA 


A guideline on Accounting for the Effects of Changes in the Pur- 
chasing-Power of Money was issued by the Canadian Institute 
of Chartered Accountants (CICA) in December 1974. This 
guideline deals exclusively with the technique of general-price- 
level restatements of historical-cost financial statements, with 
the ultimate goal of accomplishing the following objectives: 


1. To restate the recorded amount of assets and liabilities of 
the enterprise in terms of current general purchasing-pow- 
er, 


2. To measure the increase or decrease in general purchas- 
ing-power which the enterprise has undergone from holding 
monetary assets and liabilities. 


3. To show whether the general purchasing-power of 
shareholders’ investments, as represented by the recorded 
amount of their equity, has been maintained. 


4. To show the rate of return on investment, after taking ac- 
count of the inflationary or deflationary effect on original 
cost and profits. 


The guideline recommends using a general price index in the re- 
statement of historical financial statements. It recognizes that 
the use of a general price index only reflects changes in the 
generalpurchasing-power of money, and does not reflect the 
effect of specific price changes experienced by a particular en- 
terprise, nor the current value of the enterprise. 


In July 1975, an exposure draft on Accounting for Changes In 
the General Purchasing-Power of Money was issued by the Ac- 
counting Research Committee of the CICA (Appendix |). The 
basic recommendations proposed in the exposure draft are sim- 
ilar to the guideline issued earlier, and are intended to provide 
for uniformity in preparing financial information to reflect the 
effects of changes in the general price level. The Committee 
urges enterprises to experiment with the proposed general- 
price-level restatement techniques, and submit comments on 
the proposed recommendations and the results of experimenta- 
tion to the Committee for further consideration, in order to deter- 
mine whether it should recommend publishing general-price- 
level information as supplements to the historical-cost financial 
statements, at least for public companies in the private sector, 
for fiscal periods beginning on or after 1 January 1977. 


Comments were to have been sent to the Committee by 31 De- 
cember 1975, and to date the CICA has made no statement on 
the status of general-price-level accounting. There is an aware- 
ness, however, that the CICA does not propose to require pres- 
enting data restated for changes in the general purchasing- 
power of money. The findings will be published, and may be im- 
plemented by those who find them useful, but on a voluntary 
basis. Furthermore, a discussion paper has been prepared on 
Current-value accounting, and has recently been issued for 
comments. 


C. UNITED STATES 


1. Financial Accounting Standards Board : 


The Financial Accounting Standards Board (FASB) issued an 
exposure draft on Financial Reporting in Units of General Pur- 
chasing Power on 31 December 1974. This exposure draft is 
not a new one; in 1969 the Accounting Principles Board (APB) 
had made similar recommendations in APB Statement No. 3, 
Financial Statements Restated for General Price-Level Changes. 
In substance the FASB’s exposure draft is very similar to the 
CICA’s recommendations. It addresses itself directly to the 
problems created by the changes in the general purchasing- 
power of money, while recognizing that such restatements will 
not portray the true current value of enterprises. It proposes 
mandatory application for fiscal years beginning on or after 1 
January 1976. 


In November 1975 the Board announced that it would not issue 
a final statement on general-purchasing-power accounting in 
1975. Consideration was deferred pending further analysis of 
the results of the field tests which a large number of companies 
had conducted on the provisions of the exposure draft. 


In a status report dated 4 June 1976, the FASB decided to defer 
further consideration of a statement on financial reporting in 
units of general purchasing power. The Board has not reached 
a conclusion about the merits of providing this type of informa- 
tion, but only concluded that preparers and users do not now 
understand general-purchasing-power information sufficiently 
well, nor is the need for it now sufficiently well demonstrated, to 
justify imposing the cost of implementation upon all preparers of 
financial statements at this time. The SEC requirement for large 
corporations to provide data on current replacement costs (as 
outlined in the next section), and further consideration that will 
necessarily be given to financial measure in units of general pur- 
chasing-power in connection with the Board’s conceptual- 
framework project, were given as important reasons for post- 
poning further consideration rather than attempting to reach a 
final judgement at this time. 


2. Securities and Exchange Commission 


On 21 August 1975, the Securities and Exchange Commission 
(SEC) issued a proposed amendment to Regulation S-X, 
‘Disclosure of Certain Replacement Cost Data in Notes to Fi- 
nancial Statements’’. The Commission recognizes that the gen- 
eral rate of inflation does not reflect the effect of specific price 
changes on a particular company. The effect of specific price 
changes can be substantially more or less than that indicated by 
the average or general inflation rate encompassing all price 
changes in the economy. In the light of the current rate of 
inflation, the Commission proposes to amend Regulation S-X to 
require registrants to disclose in the footnotes to financial state- 
ments the currentcost at the end of the reporting-period of re- 
placing inventories and productive capacity as well as the cost 
of sales and depreciation, and depletion and amortization ex- 
penses, computed on the basis of replacement cost during the 
reporting-period. The Commission believes this data would ena- 
ble investors to obtain a better understanding of the current 
costsof running the business than they obtain from historical- 
cost financial statements taken alone, and that they need such 
an understanding to make informed investment decisions. 


On 23 March 1976, the SEC adopted an amendment to Regula- 
tion S-X (by establishing Rule 3-17, as outlined in Accounting 
Series Release No. 190) which calls for disclosing replacement- 
cost data for registrants whose inventories and gross property, 
plant, and equipment aggregate more than $100 million and 
comprise more than 10 per cent of total assets. They would 
have to disclose the estimated current replacement cost of in- 
ventories and productive capacity at the end of each fiscal year 
for which a balance sheet is required, and the appropriate 
amount of cost of sales and depreciation based on replacement 
cost for the two most recent full fiscal years. Furthermore, regis- 
trants would have to disclose the methods used to determine 
these amounts, and furnish any further information which man- 
agement is aware of and deems necessary to prevent the infor- 
mation from being misleading. This information may be pres- 
ented either in a footnote to the financial statements or ina 
separate section of the financial statements following the notes. 
In either place, the information may be designated as 
‘unaudited’. 


The SEC has decided to make Rule 3-17 of Regulation S-X 
effective for financial statements covering fiscal years ending on 
or after 25 December 1976, except that it is not to apply to the 
mineral-resource assets of companies engaged in the extractive 
industries before fiscal years ending on or after 25 December 
1977. 


The SEC did not and does not view its requirements as competi- 
tive with that of the FASB. In fact, in implementing the 
Commission’s rule, some registrants may wish to use data about 
changes in the general price level as part of the analysis of rea- 
sons for changes in replacement costs. Similarly, the SEC does 
not believe its new requirements prejudge any conclusions 
which may arise from the FASB’s study of the conceptual frame- 
work of financial statements. As it noted in its original proposal, 
the SEC believes that fundamental changes in the basic ac- 
counting-model should come about only after careful study by 
the FASB It believes that experiment with replacement-cost in- 
formation of the sort that will result from carrying out this rule 
will materially assist the FASB in its study, as well as providing 
meaningful supp!emental disclosure to investors in the intevim. 
Finally, the SEC does not believe that adopting this rule wil! have 


any adverse effect on its own broad study of financial disclo- 
sure. 


D. UNITED KINGDOM 


In 1973, a Working Guide to the Accounting Procedures, 
Accounting for Inflation, was issued by the Institute of Chartered 
Accountants in England and Wales. This was followed by the 
publication of the Provisional Statement of Standard Accounting 
Practice No. 7, Accounting for Changes in the Purchasing 
Power of Money in May 1974, with no binding obligation for 
companies to disclose and explain departures in their annual 
accounts and no obligation for auditors to mention such depar- 
tures in their reports. The Provisional Statement deals only with 
general-price-level restatements, and is similar to the U.S. and 
Canadian exposure drafts. In September 1975, the govern- 
ment-appointed Inflation Accounting Committee chaired by 
F.E.P. Sandilands issued a long report on inflation accounting ° 
(The Sandilands Committee Report). This report has basically 
rejected both historical-cost accounting and the approach of 
general-price-level restatement as proposed in the Provisional 
Statement No. 7, on the grounds that applying a general price 
index would not correct the deficiencies of historical-cost ac- 
counting and the restated assets value might give a misleading 
impression to readers of financial statements. The Committee 
holds that inflation affects companies differently according to 
the goods and services they buy, and a company’s accounts 
should show the effects of inflation on that particular company’s 
operation. Therefore, the Committee argues that the most logi- 
cal approach to inflation accounting is a system based on 
valueaccounting, which shows the specific effect of inflation on 
individual companies. It proposes a system closely resembling 
the Dutch system of replacement-value accounting, to be 
known as current-cost accounting. The principal features of this 
are as follows: 


1. Financial statements would continue, as at present, to be 
stated in terms of monetary units, thus eliminating the need 
to account for gains or losses on monetary assets or liabili- 
ties. 

2. The balance sheet should show company assets at their 
“value to the business”’ at the balance-sheet date. 


3. Profits should consist of operating-gains and exclude all 
holding-gains. Extraordinary gains could be shown as profi- 
ts, but should be distinguished from operating-gains. 


4. This system should replace historical cost as the basis for 
published financial statements but net book value of assets 
and depreciation on the historical-cost basis should be 
shown in statement notes. 


The Committee views ‘‘value to the business”’ of an asset as the 
loss the company would suffer if it were deprived of the asset. 
Most often this would mean stating an asset at its replacement 
cost, with any holding-gains being shown in a revaluation re- 
serve. 


The proposed system calis for two adjustments in the income 
statement: 


1. Depreciation should be a proportion of the ‘‘value to the 
business” of the balance-sheet assets, rather than a propor- 
tion of their historical cost. 


2. Appreciation in inventory values should be removed from 
the income statement and credited to a reserve. This would 
be achieved by a ‘‘cost of sales’’ adjustment, which in effect 
charged out inventory at its value to the business at the time 
it was consumed, not at its historical cost. 


The British Government accepted the Sandilands proposals, 
and an Inflation Accounting Steering Group chaired by Douglas 
Morpeth has been formed to carry them through. This group is 
charged with resolving the problems of setting up current-cost 
accounting and determining whether general-price-level ac- 
counting can be included. The group's most pressing commit- 
ment is to produce an exposure draft on inflation accounting 
within twelve months. If it meets this deadline, a short period of 
discussion will follow, and publication of a new standard is ex- 
pected by the fall of 1977. 


E. STATUS OF INFLATION ACCOUNTING IN OTHER 
COUNTRIES 


The following provides an outline of the state of the art of 
inflation accounting and/or lists publications on the subject in 
various other countries, and is not meant to be exhaustive. 


1. Latin America 


In Latin American countries where inflation has been endemic 
(notably Brazil, Chile, and Uruguay, where consumer price ind- 
ices have risen 947 per cent, 498 per cent and 2,221 per cent 
respectively from 1963 to 1970, compared to 26 per cent for 
Canada in this same period), ‘monetary correction’ must by now 
be synonymous with ‘inflation accounting’ and has become the 
norm. But inflation accounting is in fact only one part of a wider 
program adopted in varying degrees in these countries. The atti- 
tude behind the program is simple and pessimistic: do what we 
may, we cannot defeat inflation, so we may as well try to live 
comfortably with it. 


The system came into being in Brazil in 1964, as part of a na- 
tional strategy for easing the ill effects of inflation (for instance, 
by indexing wages and savings accounts). Thus it was devised 
by technocrats, and not directly by accountants. It is nota 
rounded system for ‘‘stabilizing’’ the whole ledger, but a series 
of AD HOC measures, dealing with: 


1. Fixed Assets. These must be revalued yearly, with the help 
of a general index. 


2. Depreciation Charges. These are revised promptly (for tax 
and general purposes) with monthly index factors. 


3. Working Capital. Firms can maintain the purchasing-power 
of their working capital (inventories and net inoney assets) 
by charging a yearly provision against profits. Its size is 
found by applying a general index factor to the working cap- 
ital at the outset of the year. 


The revised figures are not treated as supplementary state- 
ments, but become an integral part of a company’s bookkeep- 
ing and its published reports. 


2. Australia 


General-price-level restatements and current-value accounting 
are under consideration in Australia, as the following publica- 
tions show: 


1. Preliminary Exposure Draft, A Method of Accounting for 
Changes in the Purchasing Power of Money, Australian Ac- 
counting Research Foundation (issued December 1974). 


2. Preliminary Exposure Draft, A Method of Current Value 
Accounting, Australian Accounting Research Foundation 
(issued June 1975). 


3. Evaluative Paper, A Comparison of Accounting Measure- 
ment Systems, Australian Accounting Research Foundation 
(issued September 1975). 


A recent committee of inquiry into inflation and taxation, ap- 
pointed by the Australian government, observed that “The tax- 
ing, accounting and pricing policies which have traditionally 
been adopted in relation to business enterprises, when com- 
bined with the rates of inflation which have recently been exper! 
enced, are incompatible with the continued existence of the pri- 
vate sector’. The Committee recommended using replacement 
costs in inventory valuation and in depreciation for taxation pur- 
poses. The Australian Government has accepted the recom- 
mendation and agreed to implementation beginning in July 
1976. 


3. New Zealand 


Exposure Draft, Statement of Standard Accounting Practice No. 
10: Accounting for Changes in the Purchasing Power of Money 
(issued March 1975). 


4. Germany 


Draft Recommendation, Accounting for the Purpose of 
Maintaining the ‘Substantialistic Value’ of an Enterprise (issued 
December 1974). 


5. Mexico 


Exposure Draft, Proposal for Restatement of Financial State- 
ments for Changes in the General Price-Level (issued Septem- 
ber 1975). 


6. South Africa 


Discussion Paper, Accounting for Inflation and Other Changes 
in Price-Level (issued January 1975). 


F. SUMMARY OF CURRENT STATUS 


At present there seems to be no single procedure generally ac- 
cepted by those doing research in the field of accounting for 
inflation. First efforts appear to have been oriented towards gen- 
eral-price-level restatements. Until very recently, the account- 
ing-profession in Canada also supported this approach. This 
support may have been based on the fact that the technique is a 
mechanical process based on traditional accounting which can 
be applied with uniformity, rather than the conviction that it pro- 
vides the best method of accounting for changing prices. Be- 
cause of the process, it is easy to audit and express an opinion 
on price-level-adjusted financial statements. This method was 
also supported by those corporations which saw the procedure 
as possibly becoming a firm recommendation of the CICA. They 
might have preferred a form of current-value accounting; but 
they needed some immediate change, and wanted the backing 
of the CICA to support their new method. 


Much experiment and research is going on, and organizations 
appear to be striving for the method which best supports their 
specific goals. However, there has been a general shift in em- 
phasis, and academics and those accountants searching for the 
most meaningful data are concentrating on current-value ac- 
counting. This search is complicated by their inability to Clearly 
define the needs of users of financial statements. Research by 
Ontario Hydro indicates that the underlying reasons for pro- 
posed changes in financial reporting appear to be a ‘taxation 
lobby’, explanation of high reported incomes, and justification of 
dividend policies. Those companies presenting financial data 
with adjustments for inflation make much of the very high eftec- 
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tive taxation rate under inflation accounting. The common result 
of inflation-accounting techniques is to increase the cost of 
goods sold and operating expenses, when these are restated in 
terms of general purchasing-power or current value. When the 
amount of taxation computed under current tax laws, which do 
not recognize the effects of inflation, is compared with the recal- 
culated net income, the usual result is a much higher effective 
rate of taxation compared to that under historical-cost account- 
ing. These companies seem to recognize that the total taxation 
requirement of government will not change if inflation account- 
ing |s accepted for tax purposes, but they believe that their rela- 
tive share will decrease. There is insufficient evidence to support 
this belief. 


Current record profit levels reported under traditional account- 
ing-methods during inflation have given rise to charges of 
‘corporate rip-off’ by politicians, labour unions, and members 
of the general public. Profit created because of rising prices is il- 
lusory, because the resources used up in the generation of rev- 
enues have to be replaced at higher cost. Inflation accounting 
would report a more realistic profit level, and establish that cur- 
rent revenues were required to maintain the capacity of the firm 
to continue doing business at its current level during a period of 
rising prices. 


By these same techniques management can establish to share- 
holders that funds traditionally deemed available for dividends 
are required for continued running of the business. If govern- 
ments continue to tax on an historical basis, the companies are 
in effect paying taxes on illusory profits. This will erode the 
companies’ real equity, and the owners will have to make further 
equity contributions to maintain the productive capacity. 


The impetus of inflation accounting has been essentially di- 
rected towards companies in the private sector and their needs. 
Since Ontario Hydro pays neither income taxes nor dividends to 
shareholders, it lacks many important motives private compa- 
nies have for changing over. 


The study team carried out a brief survey of the main electrical 
utilities in Canada, to determine their stand on inflation account- 
ing. Generally, they have not studied it in any depth, either be- 
cause the need for it has not been sufficiently demonstrated so 
far, or because they do not consider it a real issue in their situa- 
tion, where the customers and owners are in effect the same 
people. Calgary Power, a regulated company in the private sec- 
tor, have reviewed the CICA exposure craft and expressed con- 
cern with the recommended treatment of annual general-price- 
level gains on monetary liabilities, feeling those should be amor- 
tized. Because of their particular circumstances, they are not 
encouraging the use of inflation-accounting techniques. The 
various utilities, however, are prepared to provide whatever sup- 
plementary data is required to meet their financing-needs. 


V. ASSESSMENT OF MODELS FOR INFLATION ACCOUNTING 


In this section, each of the two main alternative models for 
inflation accounting is treated separately and assessed in terms 
of the functions set out in Section Il. A brief integrated summary 
iS provided in Section VI. 


A. MODEL FOR GENERAL-PRICE-LEVEL ACCOUNTING 


1. Statements 


Under conventional accounting, transactions are reported in 
terms of the money amount involved. If the general price level 
rises, an asset whose price has changed in accordance with the 
change in price level will be recorded at a higher amount than 
an identical asset purchased earlier when the price level was 
lower. Likewise, a transaction consummated recently will be 
recorded at a higher amount than an identical transaction con- 
summated earlier. In general, distortions will be introduced into 
the books of account. 


Under the model for general-price-level accounting all assets, li- 
abilities, expenses, and revenues are restated into units of com- 
mon purchasing-power, rather than presented in the financial 
statements at dollar values whose purchasing-power differed as 
transactions were consummated at different times. General- 
price-level accounting does not represent an entirely different 
accounting-model, as would current-value accounting. It is still 
based on historical cost, merely adopting units of purchasing- 
power instead of the dollar (which commands different purchas- 
ing-power at different times) as the yardstick. Therefore, one 
must keep in mind that the restated amounts in the financial 
statements do not represent the current value of the related as- 
sets. However, general-price-level restatement is more realistic 
than the historical-cost convention, since the purchasing-power 
of the dollar does change over time. 


Two sets of general-price-level adjusted statements were pre- 
pared, and are included as Appendices I! and Ill. 


Statements 1-3 (Appendix Il) present the Statement of Financial 
Position and Statement of Operations in both historical dollars 
and units of general purchasing-power for 1974 and 1973, on 
the principles recommended by the CICA exposure draft, the 
relevant ones being as follows: 


1. The calculation of general-price-level information should be 
based on a complete restatement of the historical-cost 
financial statements, and not on a partial or selected-item 
basis. 


2. The index to be used in preparing general-price-level state- 
ments is the GNE Implicit Price Index. 


3. General-price-level information should be presented in 
terms of units of general purchasing-power as at the end of 
the current accounting-period. 


4. Monetary and non-monetary items must be distinguished in 
preparing general-price-level statements. Since monetary 
items in the current historical-cost balance sheet are stated 
in units of current general purchasing-power, they should 
be included at the same amounts in current general-price- 
level statements. Non-monetary items should be restated to 
units of current purchasing-power. 


5. General-price-level gains and losses from holding monetary 
liabilities and assets should be included in the determination 
of current net income in the general-price-level income 
statement. 


The entire CICA exposure draft is reproduced in Appendix I. 


One of the most controversial of the CICA recommendations 
affecting firms such as Ontario Hydro which have large amounts 
of debt outstanding is that the general-price-level gains and 
losses from holding monetary liabilities and assets should be 
recognized and included in the determination of current net in- 
come in the general-price-level income statement. The following 
are relevant excerpts from the exposure draft which support 
recognizing the general-price-level gains and losses. 


Since units of general purchasing power are expressed as at 
the end of the current accounting period, monetary items 
held at that date will already be stated in the same units of 
general purchasing power in both the historical cost financial 
statements and the general price-level statements - no re- 
statement is necessary. For example, a bank loan incurred at 
an earlier date and unpaid at the end of the current account- 
ing period ts still payable at the original dollar amount even 
though these dollars may now have a general purchasing 
power different from that at the date the debt was incurred; 
an account receivable arising at an earlier date and unpaid at 
the end of the current accounting period is still collectible at 
the original dollar amount even though these dollars may now 
have a general purchasing power different from that at the 
date the receivable arose. 


Holders of monetary items gain or lose general purchasing 
power by reason of changes in the general level of prices. In 
times of inflation, the purchasing power of monetary assets 
diminishes. Conversely, monetary liabilities become less bur- 
densome because they are payable in dollars of reduced gen- 
eral purchasing power. In times of deflation the opposite 
would occur. Gains and losses on monetary items are recog- 
nized in general price-level accounting as they accrue. 


They are calculated by restating the amount of the net mone- 
tary items at the beginning of the period and the transactions 
involving monetary items during the period to units of general 
purchasing power at the end of the period.’ The resulting re- 
stated amount is compared with the actual amount of net 
monetary items at the end of the period and the difference is 
the general price-level gain or loss for the period. 


Opinions differ on the accounting treatment of general price- 
level gains or losses. Among the approaches which have 
been suggested are: 


(a) inclusion of all general price-level gains and losses in 
current income, 


(b) inclusion of only general price-level losses in current in- 
come with gains being treated as capital items, 


(c) treatment of all general price-level gains and losses as 
capital items, and 


(d) inclusion of all general price-level gains and losses jn 
current income except for those relating to long-term 
debt. 


Since general price-level gains and losses on monetary as- 
sets and liabilities arise as a result of an event which occurs 
during the current period, i.e. the change in the general Price- 
level, and are not related to subsequent events such as the 
receipt or payment of money, these gains and losses are part 
of the net income of the period. 


'The technique of restating the amount of the net monetary items at the beginning 
of the period is commonly known as “‘rolling forward” the opening figures in terms 
of the current purchasing-power of the dollar. 


It has been argued, however, that the general price-level gain 
on long-term debt should not be included in current income 
because it might not be possible to distribute it without raising 
adaitional finance. This argument confuses the measurement 
of profitability with the measurement of liquidity. Even in the 
absence of inflation, the whole of an enterprise's profit may 
not be distributable without raising additional finance, for ex- 
ample because it has been invested in, or a commitment 
made for investment in, non-liquid assets. 


One suggestion is that the general price-level gain on long- 
term debt should not be recognized in the current period but 
deferred to future periods and amortized on an appropriate 
basis. Under this approach, the liability would be regarded as 
a source of funds for the related assets and any gain would 
be deferred until either the debt is retired or the related assets 
acquired from the funds borrowed are consumed in the oper- 
ations or sold, 


The Committee believes that general price-level gains on 
long-term debt occur in the period in which the general level 
of prices increases and that these gains are not normally re- 
lated to the cost of non-monetary assets. In addition, in the 
Committee's opinion, it is inconsistent to exclude such gains 
when the income statement has been charged with the cost 
of borrowing (which would have reflected the lender’s estima- 
tion of future inflation rates) and depreciation based on the 
restated amount of the fixed assets. 


General price-level gains and losses from holding monetary li- 
abilities and assets should be included in the determination of 
current net income in the general price-level income state- 
ment. In some situations, interest is not directly charged to 
current income but is capitalized as part of the cost of a non- 
monetary asset to be charged to income in future periods. In 
these cases, the general price-level gain or loss on the related 
debt should be applied to the restated cost of such non-mon- 
etary assets.* 


Ontario Hydro basically agrees with the CICA’s recommenda- 
tion on how to treat annual general-price-level gains. Conceptu- 
ally, it would be inconsistent to exclude such gains when the 
income statement shows an interest-expense charge that 
reflects the inflation expected by both the borrower and the 
lender. The gain from being in a net monetary liability position in 
a time of rising prices is, in a real sense, an offset to reported in- 
terest expense. If the actual rate of price increase turns out to be 
less than anticipated, the lender benefits. If the actual rate turns 
out to be greater, the borrower benefits. 


The gain from being in a net monetary liability position, although 
real, does not produce a current flow of cash; it shows the re- 
duced economic significance of outflows that will have to be 
made later. Meanwhile interest payments on debt must be 
made. Recognizing monetary gains in ‘‘adjusted income” may 
enable a company to show ‘adjusted profits’, even though its 
cash position is deteriorating. 


lf the rate-review process took account of the higher net income 
that Ontario Hydro would report under this approach, it would 
only accentuate Hydro’s cash flow problems. Clearly, the higher 
the debt ratio, the greater would be the significance of these 
monetary gains, and the public utilities would show the greatest 
effect. If the whole gain on net monetary items were to be recog- 
nized in the period in which it arose, utility rates would be un- 
duly low in periods of high inflation and unduly high in periods of 


low inflation. 


To improve this situation, certain utilities have developed a me- 
thod of recognizing this gain progressively over time. This amor- 
tization approach is illustrated in statements 1-3 (Appendix Il). 
In these statements, the gain is amortized over a thirty-year peri- 
od, which is the approximate average service life of Hydro’s ma- 
jor fixed assets. In effect, this would result in a smoothed post- 
ponement of monetary gains. If the economy experienced a 
steady rate of inflation over several years, an equilibrium point 
would be reached when the amount amortized in a period would 
equal the general-price-level gain in the same period. However, 
because Ontario Hydro’s assets are relatively longlived, the 
transitional period would be quite long. 


2. Analysis 


a. Statement of Financial Position 


The principal changes in the statement of financial position for 
both the CICA and amortization approaches under the general- 
price-level restatement are highlighted in the following tables. 


Table 1 


When the statement of financial position is restated in units of 
general purchasing-power, there is a significant increase in On- 
tario Hydro’s fixed assets, with assets in service and under con- 
struction increasing by $4,169 million and accumulated depreci- 
ation by $1,063 million for a net of $3,106 million. The increase 
in 1974 is reflected in equity accounts, with debt-retirement ap- 
propriations increased by $724 million, contributions from the 
Province by $150 million, and a surplus from the initial restate- 
ment of $2,522 million. The surplus from the initial restatement 
represents the net general-price-level adjustment to all the non- 
monetary items as at 31 December 1973, the initial year of the 
adoption of general-price-level restatements. The reduction of 
$283 million in the Reserve for Stabilization of Rates and Contin- 
gencies results from the increased depreciation expense as at 
31 December 1973 had Ontario Hydro adopted general price- 
level restatements from the date of incorporation. 


Although the increase in accumulated depreciation was $1,063 
million as at 31 December 1974, the reduction in the Reserve for 
Stabilization of Rates and Contingencies was only $283 million, 
since the cumulative general-price-level gain on long-term debt 
in 1973 and 1974 of $820 million was taken into income in 1973 
and 1974 and was credited io this reserve account. 


Table 2 


The changes in assets in the statement are identical to those in 
Table 1. However, the reduction in the reserve for stabilization of 
rates and contingencies amounts to $1,065 million, because the 
cumulative general-price-level gain on long-term debt was not 
taken directly into income. Instead it was amortized over 30 
years, producing the corresponding unamortized general- 
price-level gain of $782 million. 


Since these figures are reached by applying a general index to 
historical costs, they give only an indication of what Hydro’s 
financial position would look like if 1974-dollar-value equivalents 
had applied throughout Hydro’s history. The statements intro- 
duce two areas of potential confusion for statement users. One 
is the introduction of ‘‘units of general purchasing-power’’ as a 
measuring-unit, which may prove hard to understand. The other 
is that the general rate of inflation does not reflect the effect of 
specific price changes on Ontario Hydro. In an inflationary 


2Exposure Dratt, Accounting for Changes in the General Purchasing Power of 
Money, CICA, July 1975, Sections 29, 30, and 44-50. 


TABLE 1 


Summary of Significant Changes Under 
General-Price-Level Restatements 


eee eee 


Fixed Assets (In 
Service and Under 
Construction) 


Accumulated 
Depreciation 


Net Fixed Assets 


Equities Accumulated 
through Debt-Retirement 
Appropriations 


Reserve for Stabili- 
zation of Rates and 
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Contributions from the 
Province of Ontario 
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TABLE 2 


Summary of Significant Changes Under 
General-Price-Level Restatements 
for Year Ended 31 December 1974 


Fixed Assets (In 
Service and Under 
Construction) 
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through Debt- Retirement 
Appropriations 
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Contributions from the 
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Surplus from Restatement 
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Price-Level Gain 
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economy, specific price relationships realign rapidly and 
unevenly compared to the general rate of inflation. The effect of 
specific price changes may be substantially greater or less than 
that indicated by a general rate of inflation. The effect of specific 
price changes on Ontario Hydro’s fixed assets can be better 
measured in terms of the price index of electrical utility con- 
struction. In Appendix IV, Hydro’s fixed assets are restated on 
the basis of the electrical utility construction price index. The to- 
tal assets in service amount to $10,911 million, as compared to 
the general-price-level restated amount of $9,937 million, a di- 
fference of $974 million. Assets under construction are $2,136 
million, as compared to the general-price-level amount of 
$1,678 million, a difference of $458 million. 


There is a marked effect on debt-equity ratios, as shown in Ap- 
pendix V. Historically, the 1974 ratio was 78:22, which showed 
a fractional deterioration from 1973. In units of general purchas- 
ing-power, the 1974 was 54:46, and shows a considerable im- 
provement over the 1973 ratio of 57:43. In reality there is no 
change in the financial standing of the Corporation from adopt- 
ing anew accounting technique. Under this method, statement 
users would have to develop new levels and methods of inter- 
pretation for traditional financial yardsticks. Investors’ reaction 
towards various inflation-accounting techniques are discussed 
further in this report under the model for current-value account- 


ing. 
b. Statement of Operations 


The operating-statement shows a decline from 1973 to 1974 in 
real revenue from primary power and energy sales, in spite of a 
5-per-cent increase in volume and a 5-per-cent increase in 
rates. Under the historical-cost convention, this would produce 
a 10-per-cent increase in revenue. However, because inflation 
in 1974 was more than 10 per cent, the price-level-adjusted 
statement shows a decline in revenue. This means that Ontario 
Hydro’'s rate increase in 1974 was not high enough to cope with 
inflation. 


What is most significant from these statements is the large in- 
crease in depreciation expense. If we can accept the premise, 
as shown in the Statement of Financial Position, that fixed as- 
sets are understated on an historical-cost basis by at least 70 
per cent, then the effect of this on net income for 1974 is to 
overstate income by $88 million. This phenomenon highlights 
the fact that in terms of units of purchasing-power current cus- 
tomers are not contributing enough towards recovering the real 
investment in plant facilities. These statements show in a gen- 
eral manner that rates to date have been inadequate to replace 
existing plant. 


The statement format as recommended by the CICA and shown 
in Appendix II, puts the price-level gain from having large net 
monetary liabilities through the income statement. In an organi- 
zation financed mainly by debt, this price-level gain can be very 
large. For example, in 1974 and 1973, when the rate of inflation 
was high, it amounted to $500 million (400 per cent of net in- 
come reported under the historical-cost convention) and $320 
million (320 per cent of historical net income) respectively. The 
gain in holding net long-term liabilities is real in an economic 
sense, because debt is being paid off in deflated dollars during 
inflation. The timing of the recognition of this benefit is a prob- 
lem area among accountants. The CICA has taken the ap- 
proach that the gain results from the change in price-level owing 
to inflation in the current period. The higher net income that 
would be reported with these price-level-adjusted statements 


would make it appear as though Ontario Hydro were doing very 
well, when in fact cash flows are extremely tight because of cap- 
ital expansion and increasing prices. 


While the overall value of Hydro’s major fixed assets was about 
$6 billion at the end of 1974, it is expected that by 1990 the total 
fixed assets could reach the $49-billion mark. Financing for this 
massive capital expansion is expected to come from both inter- 
nally generated funds and long-term borrowings. The capital 
market is not unlimited, and to ensure that the cost of borrow- 
ings can be maintained at a reasonably low level, the 
Corporation's financial soundness and stability have to be 
maintained. The key criteria used in gauging Hydro’s financial 
soundness are times interest coverage and debt-equity ratio. 
For example, at present times interest coverage of 1.35 is con- 
sidered appropriate. Coupled with the desired times interest 
coverage, it is believed prudent to maintain a debt-equity ratio in 
the range of 80:20 to 82:18. It is thus obvious that in maintaining 
financial soundness, a certain balance between internally gener- 
ated funds and long-term borrowings is needed. The amount of 
internally generated funds is a function of rates. Given a specific 
rate structure, applying a different model-of accounting will not 
enhance the amount of internally generated funds; the price- 
level gain adjustment merely represents an internal book adjust- 
ment. Although it could be argued that the rate-setting process 
is technically divorced from the net income on the financial 
statement, the relationship between the two areas cannot be ig- 
nored; for there is a danger that the price-level gain reported un- 
der general-price-level accounting would cause public pressure 
to hold down rates in spite of Hydro’s cash-flow requirement. If 
so, then the balance between internally generated funds and 
long-term borrowings would be upset; and that would lead to 
the deterioration of Hydro’s financial soundness, and to higher 
cost for borrowings. 


The amortization approach taken in Appendix III would reduce 

this effect, while still recognizing the price-level gain. In this ex- 
hibit the amount of price-level gain is amortized over 30 years, 

this being the approximate average service life of Hydro’s fixed 
assets. 


3. Techniques and Assumptions 


a. Index Used 


The index used for restating figures was the gross national ex- 
penditure (GNE) implicit price deflator as recommended in the 
CICA exposure draft and in the exposure drafts in both the U.K. 
and the U.S. This index is similar to the consumer price index, 
but covers a much broader range of economic activity. The 
yearly average indexes were used back to 1949, and the 1949 
index for all earlier years. Of the total assets in service, 16 per 
cent were acquired before 1949. Had the indexing been applied 
back farther than 1949, total fixed assets in service would have 
been written up for approximately $400 million more. This has 
not been done, because it was considered that the extra work 
would add very little to the accuracy of the price-level state- 
ments. 


Some examples of the index factor used for restatement, with 
1974 fourth quarter being 100, are summarized in the accompa- 
nying table. 


2 


1974 Average 104.3 


Used to restate income and some expenses - 


Ugyys! 118.0 
1972 127.0 
1960 184.7 
1949 248.7 


If indexing has been applied back farther - 


1940 
19 30 


402.2 
376.7 


b. Fixed Assets 


Turning to Appendix IV the problem in restating fixed assets is 
that significant cash outlays are made for as long as ten years 
before an asset goes into service, and records are kept on the 
basis of the in-service year. Capital expenditures and amounts 
going into service were analysed for individual major generat- 
ing-facilities for the last eight years. A first-in-first-out basis for 
dollars spent was assumed, although it is recognized that com- 
mon facility expenditures apply to all units in a station. From this 
analysis, a composite year of expenditure percentage related to 
year of going into service for thermal and hydraulic stations was 
built up. These percentages were applied to the GNE index fac- 
tor, and a revised restatement factor was calculated. For exam- 
ple, the factor used for thermal generation for 1973 was 127.9, 
in place of the GNE factor of 118.0. 


Similar calculations were done for the asset classes in total for 
transformation, transmission, and communication facilities, and 
revised index factors calculated. All other assets were taken as 
purchased in the year they went into service. 


Construction-in-progress was analysed by major asset class to 
get an aged breakdown in total, which was then multiplied by 
the applicable year index factors. 


Accumulated depreciation was restated using the same ad- 
justed index factors that were used in the fixed-assets classes. 
Where asset and depreciation records were not completely suit- 
able for providing data by year of going into service, normal de- 
preciation rates and averages were applied to existing data. It 
was assumed that these distortions would be minor compared to 
the large total restatement. 


The comparative figures for 1973 and 1972 were obtained by 
working back from 1974. Disposals and retirements were in- 
dexed at overall group total inflation factors and no attempt was 
made to identify them by year of going into service. 


c. Inventories and Other Items 


Certain general assurnptions were made for inventories; for ex- 
ample, coal was purchased throughout the year and nuciear 
fuel was purchased in the third quarter of the year, and the 
appropriate quarterly indexes for 1974 and 1973 were applied. 
Grants from the Province were analysed by year of receipt, and 
equities accumulated through debt retirement by year of appro- 
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priation. When these items were restated, the effect of the re- 
statement was reflected in the appropriate accounts in the 
Statement of Operations. For indirect depreciation, excluding 
that of the heavy-water plant, 76 per cent was charged to opera- 
tions and the adjustment was made in operating, maintenance 
and administrative expense. 


d. Practical Problems 


In the course of preparing these statements several problems 
were identified that made the preparation of general price-level 
restatements more than just the simple mechanical process re- 
ferred to in many texts and articles; but on the other hand, these 
problems are not insurmountable. If Ontario Hydro were to pre- 
pare a published set of price-level statements, the analytical 
work would have to be done in more depth. It might also be de- 
sirable to index farther back than 1949. Subsequent years 
would require much less effort, since it would be necessary only 
to update the analyses. Moreover, there is another practical 
problem associated with applying an index. Statistics Canada 
revises the index on the basis of updated information as long as 
a year or more after initial publication. Whether retroactive ad- 
justments are necessary has to be judged purely from a stand- 
point of materiality. 


4. Assessment of General-Price-Level Accounting 


a. General Assessment 


The basic intent of general-price-level accounting is to express 
all assets, liabilities, revenues, and expenses in terms of a stand- 
ard unit of purchasing-power. This can be accomplished either 
by expressing the general-price-level figures in terms of a stand- 
ard unit of purchasing-power that would not change over the 
years, or by expressing them in dollars of purchasing-power at 
the date of reporting. The former approach is more in line with 
the one Statistics Canada took in publishing common dollar se- 
ries in which the gross national expenditure is expressed in 
terms of dollars with 1961 purchasing-power. The latter ap- 
proach is recommended in the CICA exposure draft and in ac- 
counting-literature, on the ground that readers of financial state- 


ments could better understand figures expressed in terms of 


dollars of current purchasing-power, and would likely have 
difficulties in relating to the purchasing-power of money in some 
bygone year such as 1961. This study has therefore opted for 
the second approach. However, there is an inherent disadvan- 
tage to using dollars with current (i.e., reporting-date) purchas- 
ing-power as the measuring-unit for general-price-level state- 
ment presentation. General-price-level figures published at the 
end of 1973 in terms of 1973 dollars have to be ‘‘rolled 
forward’’, as was pointed out earlier, to 1974 dollars, in order to 
be comparable with 1974 general-price-level figures as reported 
at the end of 1974. The continuous restatement of previously 
published figures would likely create confusion amongst many 
readers of financial statements, and is therefore undesirable. 


As was Said earlier, price-level restatements merely strive to 
standardize the yardstick in financial reporting and minimize the 
measurement-unit errors (errors that arise in failing to adjust the 
measuring-standard for inflation over a period of time). General 
price-level restatement in itself is not the answer to the problems 
inflation creates. Under such a technique, non-monetary assets 
are usually restated to higher amounts. However, these restated 
figures do not represent the real value of the assets the com- 
pany employs; for the price structure of specific assets may not 
move in concert with the general index employed for the restate- 


ment. The purchasing-power of the dollar is only meaningful to 
an organization when the intended use of the dollar (e.g., con- 
structing generating-stations) is taken into consideration. Re- 
stating historical figures by applying a general index is inade- 
quate, insofar as the intended use of the dollar has not been 
reflected in the process. To deal with this shortcoming in gen- 
eral-price-level accounting, one should apply specific indices 
(e.g., the electrical-utility price index) that reflect the price 
changes of goods in which the business deals. However, apply- 
ing specific indices is more in line with current-value account- 
ing, which will be discussed in the later sections of this report. 
Applying indices does not fit with the basic concept of general- 
price-level accounting. 


As was said before, general-price-level accounting highlights 
the gains and losses in holding net monetary liabilities or assets. 
In an organization largely financed through debt, such as On- 
tario Hydro, this price-level gain in holding net monetary liabili- 
ties can be very large. Such a gain is real in an economic sense, 
since current borrowings will be paid off in the future in dollars 
with smaller general purchasing-power. However, the gain 
offers no improvement to Ontario Hydro’s cash-flow position, 
since it merely represents a book adjustment, and channels no 
additional cash into the operations. When the organization is ex- 
panding at an accelerated rate, it becomes debatable when one 
ought to recognize the general-price-level gain, as new bonds 
are floated to finance new capital projects whose costs have es- 
calated with inflation. While conceptually Ontario Hydro can ac- 
cept the CICA’s recommendation to recognize the price-level 
gain in its entirety in the year of incurrence, the amortization ap- 
proach would ameliorate the impact. However, since general- 
price-level accounting is not being recommended for Ontario 
Hydro, a specific recommendation has not been formulated on 
this approach. 


The usefulness of general-price-level statements to Ontario Hy- 
dro is assessed further in the next four sections in more specific 
terms. 


b. Financial Planning 


One of Ontario Hydro’s main financial objectives is to provide 
power at the lowest feasible cost while maintaining its own 
financial soundness. The financial-planning process takes into 
account a forecast of future loads, the capital facilities required 
(whether they are replacements or additions is immaterial) and 
related operating-costs to meet the load demand, and availabil- 
ity of capital. One important consideration in evaluating expend- 
iture projects is economic cost. Specific price escalation (e.g., 
labour, materials, and fuel) is taken into consideration in the 
evaluating process. When a particular project is chosen for im- 
plementation, the financing-decision (equity financing and debt 
financing) is made within the proper framework of maintaining 
financial soundness. The key criteria used in gauging financial 
soundness are times interest coverage and debt-equity ratio. 
The financing-decision is then factored into the rate setting 
process in order to generate the amount of equity funds needed 
to satisfy the key criteria mentioned above. 


The general-price-level gain as portrayed in price-level state- 
ments merely represents a book adjustment. Since the capital 
market has already imputed the expected trend of inflation into 
the setting of interest rates, the recognition of the price-level 
gain only helps to indicate the cost of debt after making adjust- 
ment for inflation. One of Hydro’s prime financial objectives is to 
maintain financial soundness in order to keep the cost of bor- 


rowing down to an optimal level compared to other competitors 
in the capital market. Insofar as the capital market is flexible and 
the only variable that Ontario Hydro can exercise any control — 
over is its own financial soundness, adjusting for price-level gain 
on long-term debt will not likely influence the cost of borrowing. 
One cannot improve financial soundness by making certain 
book adjustments. 


Although the foregoing is a greatly simplified description of the 
financial-planning process, it nonetheless illustrates that price- 
level accounting, whereby all assets, liabilities, expenses, and 
revenues are restated by a general index, has very little to offer 
this process. 


c. Internal Reporting 


General-price-level accounting, with the application of one gen- 
eral index, is just an extension of historical-cost accounting. 
From the point of view of internal reporting, it would not en- 
hance decision-making, control, and appraisal of performance 
as carried out in Ontario Hydro. 


Asset figures restated by a general index do not give manage- 
ment a true picture of the cost of replacing an existing plant or 
adding a new plant with similar capacity. This is because the 
general index is not based only on the specific price changes in 
the goods and services Hydro buys, nor does it take into ac- 
count the technological and productivity changes inherent in 
the new assets that Hydro plans to install. As far as the operat- 
ing-costs are concerned, the price-level-adjusted statements do 
not reflect the true incremental cost of future operations. For ex- 
ample, the historical cost of fuel, adjusted by the application of a 
general index, does not reflect the incremental cost of fuel; for 
the price structure of fuel usually does not move in concert with 
the changes in general price-level. The effect on the organiza- 
tion of changes in the price of fuel could be substantially greater 
or less than the general rate of inflation. It would be purely coin- 
cidental if the two were identical. 


In any case, spending decisions within Hydro must be based on 
estimates of future incremental costs, which are not the same as 
replacement costs. They are based on differences between al- 
ternatives, with future estimates of cash flows appropriately 
discounted. The primary focus is on minimizing costs. Insofar as 
one can use accounting-records and projections for decision- 
making, the historical-cost accounting-system, which uses ac- 
tual cash flow payments, is better suited to the discounted-cash- 
flow technique. 


In the functions of control and performance appraisal, the need 
is to establish indicators and targets, together with a signalling- 
system to assist management in detecting, as early as possible, 
whether or not the goals of the organization are being achieved. 
Hydro’s main management reporting-system is based on provid- 
ing comparisons of actual and projected data against original 
forecast data on a compatible basis, and already includes pre- 
dictions of cost escalation. Measures of productivity usually in- 
volve comparisons of work output against standards and service 
criteria. Adopting any form of inflation accounting would not im- 
prove this function. 


d. External Reporting 


Even if the CICA exposure draft on Accounting for Changes in 
the General Purchasing Power of Money were to become a firm 
requirement, supplementary general-price-level statements 
were recommended for public companies in the private sector 
only. Therefore, as far as external reporting for investors and 
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compliance with legal requirements in Canada is concerned, 
there would be no statutory requirement for Ontario Hydro to 
follow the regulations and guidelines set out by the CICA. How- 
ever, as was pointed out earlier, the CICA apparently leaves 
general-price-level reporting strictly on a voluntary basis even 
for public companies, and is orienting its efforts towards cur- 
rent-value accounting. 


AS far as Ontario Hydro is concerned, there are no legal obliga- 
tlons to comply with any requirements in the U.S. However, the 
concern would have to go beyond the limit of legality. It would 
be prudent to provide whatever data is generally required in the 
U.S., to maintain a good standing in that capital market. The 
FASB in the U.S. also issued an exposure draft, on Financial Re- 
porting in Units of General Purchasing Power. |n a stuatus re- 
port dated 4 June 1976, the FASB has decided to defer further 
consideration at this time of a statement on general-price-level 
reporting. While a final judgement was not reached at this time, 
it was thought that the need for this type of information was now 
not sufficiently clear to justify imposing upon all preparers of 
financial statements. The disclosure of certain replacement-cost 
data has, however, become a requirement of registrants of the 
SEC; but this will be discussed under current value accounting. 


e. Revenue Requirements 


Using the approach of general-price-level restatement (assum- 
ing gains on monetary liabilities are amortized; see Appendix Ill- 
3), Ontario Hydro’s net income for 1974 was $48 million, as 
compared to $126 million under the historical-cost convention. 
Appropriation for stabilization of rates and contingencies was 
$53 million under the historical-cost statement, whereas there 
was a withdrawal of $29 million under the general-price-level 
approach. Although the restated figures do not accurately por- 
tray the current value of assets employed and the current re- 
placement cost of fuel consumed, they nonetheless show in 
general terms that Hydro’s revenues are not high enough to 
generate any reserve for stabilization of rates and contingencies 
and that current customers have not been contributing enough 
towards replacing present assets. However, whether the presen- 
tation of general-price-level statements will add much strength 
to Hydro’s case for rate increases is questionable. Undoubtedly 
the above information generated by general-price-level ac- 
counting supports the case for rate increases, but such informa- 
tion has already been presented in the rate-review process in 
other formats. In the process for determining revenue require- 
ments and the review by the Ontario Energy Board, the main 
emphasis is on the forecast for the next and later years, and the 
effect of expected inflation on costs has been assessed and 
taken into account in a more precise manner than restatement 
by a single price index. The only visible shortfall is depreciation 
based on historical cost. However, in the assessment of the total 
equity charge, the capital required for replacing our current as- 
sets and future expansion has been factored into the process 
for determining revenue requirements. Therefore, it appears that 
there is little to gain by presenting the above general-price-level 
statements, except to strengthen the argument. On the other 
hand, presenting the general-price-level statements where the 
gains on monetary liabilities are not amortized (Appendix II-3), 
would weaken the argument. 


B. MODEL FOR CURRENT-VALUE ACCOUNTING 


1. Introduction 
Current value is a general term in use for other valuation sys- 


tems than historical-cost and price-level-restated historical-cost. 
Current-value accounting describes a family of techniques 
which attempt to deal with values of assets rather than costs. As 
was mentioned in the earlier part of the report, there are four 
main procedures, which differ in method of valuing. These are: 


1. Replacement Cost. The present-day cost to replace the ca- 
pacity of an asset held with an asset of equivalent capacity 
in present-day technology. 


2. Reproduction Cost. The present-day cost to produce an as- 
set identical to the one held. 


3. Resale Price. The net price after selling expense which 
could be obtained by selling an asset. 


4. Discounted Future Cash Receipts. The present value of the 
future cash flow which can be attributed to an asset. 


Of the above techniques, (4) is unsuitable because of the im- 
possibility of identifying cash flows from specific assets in On- 
tario Hydro’s complex generating and distribution system. Me- 
thod (3) would be hard to justify, since Hydro's major asset 
values have significance as a going concern rather than for re- 
sale. Thus (1) or (2) above are the only approaches really open 
for Ontario Hydro. Method (1) presents problems by requiring 
an annual review of assets in the light of the technology current 
at each year’s end, whereas (2) lends itself more readily to an 
annual update of the previous year’s values. Therefore, method 
(2) has been adopted in presenting current-value financial state- 
ments. The basis of the choice is practicality, and it is not 
thought that method (1) would create substantially different re- 
sults. 


There are two alternative approaches available to arrive at the 
reproduction cost of assets. One approach is to go through a 
subjective estimate. A more objective approach is to apply 
specific price indices to the historical figures and arrive at re- 
stated figures which approximate current reproduction cost. The 
latter approach was adopted, and the price index of electrical 
utility construction was used. The techniques and assumptions 
are further elaborated in the later sections of the report. 


2. Statements 


A set of current-reproduction-cost statements has been pre- 
pared and is included as Appendix VI. The format of these state- 
ments is similar to some current-value statements prepared by 
other companies, and discussed in current literature on the sub- 
ject. The statements are for 1974 only, since it was felt that re- 
calculating and presenting 1973 figures would not materially im- 
prove the analysis. These statements include a Statement of the 
Reserve for Stabilization of Rates and Contingencies and a 
Statement of Revaluation Surplus (Appendix VI-3 and -4). 


3. Analysis 


a. Statement of Financial Position 


The only change from the historical figures is in net fixed assets, 
fuel for electric generation, and equity accounts. The assets re- 
valued are those directly used in producing power. Fixed assets 
were revalued using the price index of electrical utility construc- 
tion prepared by Statistics Canada. It increased the net value of 
fixed assets by $4.3 billion. Coal and nuclear inventories were 
priced at year’s end replacement costs, which increased their 
valuations by $74 million. The offset of these increases is 
reflected in the equity accounts, with the gross fixed-asset write- 
up and the inventory write-up creating the revaluation surplus 
(Appendix VI-4). The write-up of accumulated depreciation is 


offset against former years’ earnings (Reserve for Stabilization 
of Rates and Contingencies) as a reflection of the inadequacy of 
depreciation charges to keep up with current reproduction 
costs. 


This statement presents the position of the Corporation if its 
production facilities and inventories were valued at current re- 
production costs. The revaluation surplus represents the differ- 
ence between current values and historical costs of assets and 
fuel for electric generation. This book adjustment has no contri- 
bution towards Hydro’s cash requirements. The large deficit in 
the Reserve for Stabilization of Rates and Contingencies could 
be interpreted as the shortfall in keeping up with the mainte- 
nance of Hydro’s capital position during a prolonged period of 
inflated reproduction cost of assets. 


b. Statement of Operations 


The two changes in the statement of operations are fuel costs 
and depreciation expense. Depreciation is written up to reflect 
the higher restated cost of the assets in service. Coal and nu- 
clear fuel costs were restated at the cost of the fuels in the 
month they were consumed. This increased costs by $34 mil- 
lion, which is credited to the revaluation surplus (Appendix VI- 
4). This is an advanced last-in-first-out valuation, and results in 
charging operations with the current cost of replacing the fuel 
consumed. These changes go some way to remove the bias of 
historical costs from operations, so that revenues and costs are 
stated in terms of equivalent dollars at the time of the transac- 
tion. The effect of this is quite marked in 1974, turning net in- 
come available for appropriations for debt retirement and to the 
reserve for stabilization of rates and contingencies from a sur- 
plus of $126 million to a deficit of $18 million. 


4. Techniques and Assumptions 


a. Index Used 


The price index of electrical utility construction was used. This 
has many limitations, but was used as a more directly applicable 
index than that of the Gross National Expenditure. The index is 
available for transmission, transformation, and distribution sys- 
tems from 1956 only and, for hydraulic generating-stations from 
1961 only. It was assumed that thermal and hydraulic genera- 
tion would have the same index, and that the relationship of the 
electrical utility construction indexes to the index of the Gross 
National Expenditure would be the same before the starting- 
dates of 1956 and 1961. Service equipment and minor fixed as- 
sets were restated on the Gross National Expenditure index. 


The price index of electrical utility construction is based on Can- 
ada-wide data; however, indices could be developed which 
would be more applicable to Ontario Hydro. 


Indexing gives an approximation of reproduction costs. It is not 
as accurate as establishing the current replacement cost figures 
for major components of existing facilities and then applying a 
downgrading factor for present plant inefficiencies. 


b. Fixed Assets 


With reference to Appendix IV, the ratio of the electrical utility in- 
dex to the Gross National Expenditure index for each of the four 
categories was calculated. The ratio was then applied to the re- 
stated general-price-level figures to arrive at the current repro- 
duction cost of these assets. The same process was used for as- 
sets under construction. 


5. Assessment of Current-Value Accounting 


a. General Assessment 


The current-value statements (Appendix VI) are a relatively 
rough attempt at producing financial statements reflecting Cur- 
rent reproduction costs. They show how revenues from current 
customers fail to cover the reproduction costs of the facilities 
currently in service. 


b. Financial Planning 


As was outlined earlier under general price-level accounting, 
Ontario Hydro’s financial-planning process already addresses It- 
self directly to the effect of inflation. Future costs are adjusted 
for expected rates of inflation. In the finanacial forecast, overall 
cash-flow requirements are evaluated, giving consideration to 
the trade-offs between financial soundness, rate increases, 
availability of capital, and the ongoing capital construction pro- 
gram. The required facilities are provided to meet the load de- 
mand, and whether they are replacements or additions is not 
pertinent. To provide financial statements on a reproduction or 
current-value basis would not benefit this process. 


c. Internal Reporting 


Once the capital construction program has been generally de- 
termined, alternative ways of achieving the required physical re- 
sults are evaluated. Spending-decisions must be based on esti- 
mates of future incremental costs, which are not the same as 
replacement costs. They are based on differences between al- 
ternatives, with future estimates of cash flows appropriately dis- 
counted. The primary focus is on minimizing cost. 


Knowing the current value of (say) Hearn GS would serve no 
useful purpose; one would never replace it with an identical fa- 
cility. How one replaces current assets depends on whether 
they need replacing, and not on the fact they would cost more in 
terms of today’s dollars. When that point comes, the spending- 
decision is again based on the present value of future cash 
flows of various alternatives, taking into account the terminal 
value. The original cost of an asset is a past or sunk cost, and 
cannot influence future decisions. Once an asset has been ac- 
quired, the decision on whether or not to use it must be based 
on incremental costs to the organization, rather than on cur- 
rent-value operating-costs. This latter approach could wrongly 
lead to acquiring outside services while owned equipment or fa- 
cilities stand idle. 


Insofar as one can use accounting-records and projections for 
decision-making, the historical-cost accounting-system, which 
uses actual cash-flow payments, is better suited to the dis- 
counted-cash-flow technique. Cost allocations, charges, and 
transfers between different parts of the Corporation are not pay- 
ments to an outside entity, and must not be used for economic 
cost comparisons unless they can be shown to reflect such pay- 
ments accurately. For example, a Regional Manager deciding to 
rent equipment rather than hire more help should base his deci- 
sion on the incremental cost to Hydro, and not on the internal 
equipment rental rate charged to him. Therefore, basing the 
rental rate on current-value is of no use to the decision process, 


and may in fact give the wrong impression about the correct 
rate to use. 


From the standpoint of control, Ontario Hydro’s main monthly 
and quarterly management reporting-system is based on com- 
parisons of actual and projected data against Original forecast 
data. The basis of comparison already contains estimated costs 
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at the time of the transaction and has therefore been adjusted 
for predictions of price changes. Even fuel costs, over an ex- 
tended period, will reflect current prices of fuel. The only factor 
not reflected is depreciation based on price-indexed or repro- 
duction cost of fixed assets. Since depreciation is a fixed cost, 
largely beyond the control of operating management, it is very 
questionable whether including a depreciation charge adjusted 
for inflation would improve the value of internal statements for 
purposes of control. 


Another consideration is measuring productivity. This usually in- 
volves comparing work input to volume of production, and is an 
effective way of controlling without reference to cost. Adopting 

any form of inflation accounting would not improve this function. 


d. External Reporting 


As was said earlier, the CICA has recently published a discus- 
sion paper on current-value accounting for comments. Whether 
Ontario Hydro has to adopt current-value accounting for exter- 
nal reporting in Canada will hinge on their findings, which will no 
doubt be influenced by the trend in other countries. 


In the U.S., the SEC have adopted an amendment to Regulation 
S-X requiring the disclosure of certain replacement-cost data by 
registrants whose inventories and gross property, plant and 
equipment, aggregate more than $100 million and comprise 
more than 10 per cent of total assets. It has generally been car- 
ried through in financial statements covering fiscal years ending 
on or after 25 December 1976. 


The Province of Ontario is a registrant of the SEC, because in 
the U.S. it issues debt in its name on Hydro’s behalf. However, it 
has been ascertained that the above ruling does not apply to 
foreign governments and agencies, whose information require- 
ments have been different from those for U.S. companies. It is 
expected that the SEC ruling would not apply to Ontario Hydro 
even if it borrowed in its own name. In the future, though, the sit- 
uation may very well change. 


While there is no legal obligation at the present to provide cur- 
rent-value information, it may be desirable for Ontario Hydro to 
make such information available to maintain its standing in the 
U.S. capital market. This will depend mainly on investors’ inter- 
est in current-value financial statements and their value in as- 
sessing the performance and financial soundness of business 
enterprises. 


In an article entitied An Application and Evaluation of Selected 
Alternative Accounting Income Models,? 

Dr John R. Hanna applied different accounting income models 
to the financial statements of the Imperial Tobacco Company of 
Canada Ltd (now IMASCO Ltd) for the years 1962 to 1967, in 
order to evaluate various accounting income models. The mod- 
els chosen were historical cost (HC), common dollar (CDi.e., 
general-price-level), current-value (CV), and common-dollar 
current-value (CDCV). Users of financial statements were also 
polled about the usefulness of alternative income concepts. In 
the survey, the five largest of five types of Canadian financial in- 
stitutions - banks, trust companies, life-insurance companies, 
mutual funds, and investment houses - were approached. Al- 
though only twenty-five companies were surveyed, these none- 
theless included the most capable users of financial information. 
In the final analysis, only twenty-one companies were included, 
because four companies declined to co-operate. 


Statements portraying the various accounting-models were 
made available in advance to the chief equity security analyst of 
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each of these companies. Each analyst was asked to review the 
various alternative sets of statements in the same manner that 
was employed in conducting the normal review of Imperial To- 
bacco statements in 1968 when Imperial’s actual 1967 state- 
ments had been released. Interviews were held with the analysts 
of each firm after they had completed their analysis in an at- 
tempt to insure that the information available on the statements 
was understood in at least a general sense. 


The results of the survey are summarized as follows:4 


1. All analysts surveyed found some useful data in the alterna- 
tive sets of statements that were not included in traditional 
historical-cost statements. They declared that this additional 
information could improve their ability to analyse Imperial. 


NO 


._ All analysts but one wanted historical-cost statements re- 
tained as the main set of financial statements, because they 
felt that this model was the only one they clearly understood 
at the present time. 


(ee) 


. Amajority of analysts (see Figure 1) preferred the com- 
mon-dollar current-value statements as a most useful sup- 
plement to historical-cost statements. It should be empha- 
sized that those analysts who preferred CDCV staternents 
as a supplement did so primarily because of the current 
value data incorporated in these statements. Many analysts 
chose CDCV statements over CV statements primarily 
because the CV data desired was unchanged in the CDCV 
statements and these analysts were willing to accept the ad- 
ditional common-dollar data with the thought that it might 
prove useful after they had gained further experience with 
this financial-statement model. 


4. Analysts said they would prefer to have supplementary 
CDCV data for companies in different industries, with the 
data made available on a current basis for several years, in 
order to better assess the usefulness of the model. 


Figure 1 


Historical 
Cost 


Common-Dollar 


Historical 
Cost 


Current 
Value 


Common-Dollar 
Current 
Value 


3Published in the Fall 1972 issue of the /nternational Journal of Accounting. 
4Summary of results extracted from Dr Hanna's article previously cited. 


(The number of financial analysts listed in Figure 1 exceeds the 
number of participating financial institutions. Of the twenty-one 
institutions, nine had two analysts take part in the survey. Since 
the views of analysts employed by the same institution could 
and did differ, all analysts’ views were included.) 


Based on Dr Hanna’s article, it is evident that historical-cost 
data is still the most preferred. But financial analysts do find 
some useful data in alternative accounting-models, and they feel 
that this additional information could improve their ability to ana- 
lyse companies. Furthermore, these financial analysts prefer 
some form of current-value accounting. Therefore, now that dis- 
closures of certain current values have become mandatory in 
the U.S., it may be desirable for Ontario Hydro to make such in- 
formation available if it is to maintain its status quo in the U.S. 
capital market. 


lt is recognized that current-value accounting offers a consider- 
able amount of flexibility to management, simply because there 
are several procedures one could use in valuing assets, as was 
discussed previously. Hence there is a concern that because 
such a method of presenting financial statements is highly sus- 
ceptible to manipulation, the users of the statements might dis- 
count its value. Even if all companies adopt current-value ac- 
counting, comparisons between companies will still be merely 
comparisons of the differences in expectations of the manage- 
ment of the various companies. However, this does not mean 
that current-value accounting has no value in external reporting. 
The information it affords presents a more realistic picture of the 
financial status of the company as management perceives it. If 
current-value statements are presented as a supplement to his- 
torical-cost statements, with full disclosure of the assumptions 
and techniques that management used in drawing them up, 
then statement users with the proper financial acumen can bet- 
ter evaluate the performance of the company by assessing the 
validity of the assumptions, using the historical data as a bench- 
mark. 


e. Revenue Requirements 


Current-value financial statements as this report portrays them 
(Appendix VI) do offer a method of presenting financial state- 
ments that more closely reflects the economic reality of Ontario 
Hydro’s operations. These statements give an indication of the 
level of revenue required to replace inventories and fixed assets 
at today’s higher prices to maintain the present level of opera- 
tions. However, this is merely a rough indication that Hydro 
needs higher rate increases. In the process of financial forecast- 
ing, the main emphasis is on the next and later years. This proc- 
ess is substantially a form of current-value accounting as out- 
lined earlier, since future outlays are projected at estimated 
future transaction cost. The one missing component is the use 
of depreciation based on replacement costs. The higher depre- 
ciation charges that current-value accounting leads to would 
undoubtedly support the case for higher rates within the frame- 
work of providing power at cost. 


However, Hydro’s appropriation to the reserve for stabilization of 
rate and contingencies is an equity charge to generate internal 
funds to provide capital facilities to meet the future load de- 
mand. The costs of these facilites have been based on fore- 


casted figures, and hence have taken into account any ex- 
pected escalation of costs. In essence, the present depreciation, 
based on replacement cost, is merely another argument for this 
appropriation. 


The model of current-value accounting should be used in 
Hydro’s rate-review process with the Ontario Energy Board to 
further demonstrate the need for rate increases. Through cur- 
rent-value accounting the argument can be developed that the 
present customer should be paying for the resources he is us- 
ing, in terms of today’s costs. Consideration could be given to 
replacing the appropriation to the reserve for stabilization of 
rates and contingencies with an ‘‘asset replacement fund”, 
which might receive better acceptance. 


There would be no need to actually implement the model of 
current-value accounting and to produce periodic current-value 
statements in order to develop this case. Neither, for that matter, 
need the whole accounting-model be implemented for other 
such possible uses as in developing pricing-policies and design- 
ing rates. 
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Vi. CONCLUSIONS AND RECOMMENDATIONS 


A. INTERNAL REQUIREMENTS 


Undoubtedly, inflation has a material effect on the financial 
statements Ontario Hydro prepare in accordance with the gen- 
erally accepted historical-cost convention. It is vital for manage- 
ment and users of these financial statements to appreciate the 
effect of inflation on profits, price structures, borrowing-powers, 
demand for additonal capital, and return on invested capital. 
However, as was outlined in the report, Ontario Hydro’s invest- 
ment and financing-decisions are primarily based on forecasts 
for the next and later years through a process which recognizes 
inflation. Presenting financial statements adjusted for inflation 
would not enhance this process, nor other current processes for 
decision-making, control, and performance appraisal, which 
also already factor in escalation where appropriate. However, 
the argument that present customers should pay for the cost of 
facilities they are using in terms of today’s dollars should be 
developed to further support revenue requirements and the 
equity charge in Hydro’s rate case. This can be done without 
implementing the model for current-value accounting and pro- 
ducing periodic financial statements on this basis. It is therefore 
recommended that 


Ontario Hydro should not adopt inflation-accounting 
techniques for internal purposes at this time. 


B. EXTERNAL REQUIREMENTS 


lt is evident from the discussions in the report that inflation ac- 
counting has commanded considerable attention in the last sev- 
eral years, and will be the subject of much further debate. Initial 
efforts by academics and accounting-bodies were mainly di- 
rected towards general-price-level accounting, but quite re- 
cently there has been a shift away from this approach and its 
use has been left on a voluntary basis. The present focus is now 
on Ccurrent-value accounting, and different countries are in di- 
fferent stages of development. In Canada, the CICA has recently 
issued a discussion paper on current-value accounting for com- 
ments, so there are no immediate concerns or requirements to 
satisfy. In the U.S., however, the disclosure of certain replace- 
ment cost information has become a requirement for registrants 
of the SEC. At present this requirement does not apply to for- 
eign governments and agencies, but this may very well change 
in the future. It is considered prudent, however, for Ontario Hy- 
dro to provide whatever information is required to maintain its 
standing in the U.S. capital market. Therefore it is recommended 
that 


Ontario Hydro should not adopt inflation-accounting 
techniques for general purposes of external report- 
ing at this time. However, a further study should be 
carried out to determine the costs and benefits 
associated with providing certain replacement-cost 
information which the SEC requires in the U.S., but 
which is not yet mandatory for foreign governments 
and agencies. 


C. RESPONSE TO CICA 


As was mentioned in the report, the CICA requested companies 
to experiment with techniques of general-price-level accounting, 
and to submit to them the results of their experiences. Just re- 
cently, they have also asked for comments on a discussion pa- 
per on current-vaiue accounting. Since both of these ap- 
proaches have been assessed in terms of Ontario Hydro's 
needs, it is recommended that 


8) 


Ontario Hydro should make this report available to 
the CICA and other interested parties. 
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APPENDIX I 


exposure draft 


PROPOSED ACCOUNTING RECOMMENDATIONS 


ACCOUNTING FOR 
CHANGES IN THE 
GENERAL PURCHASING POWER 
OF MONEY 


JULY 1975 


ET en ne ee Bee —EEeE————eE—E——E Ee 
Note -- Interested parties are asked to submit comments on these 

Recommendations proposed for inclusion in the CICA Handbook. 

The Committee would like to hear from those who support the position presented 

in this exposure draft as well as those who do not agree with it — 

in whole or in part. 

Comments are most helpful if they are supported by specific reasons. 


a a 
Comments should be received by DECEMBER 31, 1975 and addressed to: 

Miss Gertrude Mulcahy, FCA, Accounting Research Director, 

Canadian Institute of Chartered Accountants, 250 Bloor Street East, Toronto M4W 1G5. 
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PREFACE TO EXPOSURE DRAFT 


The Recommendations proposed in this Exposure Draft are intended to provide 
for uniformity in the preparation of financial information to reflect the 
effects of general price-level changes. The Committee feels that it is 
premature, at this time, to recommend that all enterprises present this type 
of information, but encourages experimentation with the use of the proposed 
restatement techniques. Comments on this Exposure Draft and the results of 
experimentation in this area will be studied by the Accounting Research 
Committee to determine whether it should recommend that general price-level 
information be published with the conventional historical cost financial 
statements, at least for public companies, for fiscal periods beginning on or 
after January 1, 1977. 


It would be helpful if, during the exposure period, differences from the 
Committee's proposed Recommendations were disclosed with an indication of the 
reasons therefor and, if practicable, the effect thereof. The Committee would 
appreciate receiving comments relating to experiences of enterprises in the 
implementation of these proposed Recommendations. 
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INTRODUCTION 


The recent acceleration in the rate of inflation has emphasized the limitations 
inherent in conventional historical cost financial statements prepared in dollar 
units of measurement, the general purchasing power of which is declining. For 
example, these financial statements mix together dollars of different general 
purchasing power, match and compare revenues and expenses measured in dollar 
units of varying general purchasing power and do not recognize the gain or loss 
experienced by an enterprise as a result of the change in the general purchas- 
ing power of the dollar. 


Two methods of accounting which have been suggested to overcome these and 
other limitations in historical cost financial statements are general price- 
level accounting and current value accounting. 


General price-level accounting is the restatement of historical cost financial 
statements prepared in accordance with generally accepted accounting principles 
in terms of the same unit of general purchasing power. There is no departure 
from the historical cost basis of accounting. Only the measuring unit is 
changed from dollar units to units of general purchasing power. 


General price-level accounting should not be confused with the proposal that 
financial statements reflect changes in the specific prices ("current values") 
of assets or obligations of an enterprise while they are owned or owed. 
Proponents of current value accounting suggest various measures of current 
value including selling price, replacement cost, and the present value of 
future cash flows. Some advocate the adoption of current value accounting 
rather than general price-level accounting, and general price-level accounting 
has sometimes been suggested as a means of approximating current values. 
Although both the general level of prices and most specific prices tend to 
move in the same direction in a period of inflation or deflation, general 
price-level accounting and current value accounting are proposals with 
different objectives, and each should be evaluated on its own merits. 


This Section relates only to general price-level accounting and its publication 
does not preclude the Accounting Research Committee from considering current 
value accounting, either as a replacement for general price-level accounting 

or in combination therewith. 


The technique discussed in this Section has equal application in a period of 
inflation or deflation. The magnitude of the annual rate of change of in- 
flation or deflation is not a factor in the use of the technique since with 
even a modest annual rate of change, the cumulative effect over a number of 
years can be significant. 
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DEFINITIONS 


The following terms are used in this Section: 


(a) 


(b) 
(c) 
(d) 


(e) 


(£) 


(g) 


(h) 


(i) 


General purchasing power is the ability to purchase goods and services 
that are offered for sale in exchange for money. 


Inflation is a decrease in the general purchasing power of money. 
Deflation is an increase in the general purchasing power of money. 


Restatement is the process by which historical cost financial statements 
are converted into general price-level statements. 


General price-level statements are financial statements expressed in 


terms of the general purchasing power of the dollar at a specified date. 


General price-level information is information which has aaeee derived 


from general price-level statements. 


Monetary items are balance sheet items fixed in terms of dollars 
regardless of changes in specific prices or in the general price-level. 


Non-monetary items are balance sheet items that are not monetary, except 
for retained earnings which is a residual. 


Updating is the process of revising general price-level statements of one 


date to reflect the general purchasing power of the dollar of a later date. 


PURPOSES OF GENERAL PRICE-LEVEL ACCOUNTING 


By restating historical cost financial statements in terms of the same unit of 
general purchasing power, general price-level accounting: 


(a) 


(b) 


(c) 


(d) 


Cec) 


indicates whether or not the general purchasing power of shareholders' 
equity has been maintained; 


reflects the impact of general inflation (or deflation) on operating 
results; 


provides information to calculate the rate of return on shareholders' 
equity after taking into account the impact of general inflation (or 
deflation) on the financial position and results of operations; 


measures the increase or decrease in the general purchasing power 
experienced by the enterprise as a result of holding assets and 


liabilities, the amounts of which are fixed in terms of dollars; and 


provides for improved inter-perivod, int+r-company and intra-company 
comparability. 
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GENERAL PRESENTATION 


General price-level information does not replace the conventional historical 
cost financial statements. It is presented in addition to and should be 
clearly distinguished from them. 


Since the presentation of general price-level information is an innovative area 
of financial reporting, no format of presentation is prescribed. However, the 
Committee feels that, although the format of presentation is flexible, certain 
minimum content is essential to a user's understanding of the data. 


od When general price-level information is presented the following minimum 
information should be disclosed: 


(a) With respect to the balance sheet: 


(i) inventories; 

(ee) working capital; 

(iii) total fixed assets net of the accumulated allowance 
for depreciation and/or depletion; 

(iv) total assets; and 

(v) total common shareholders' equity. 


(b) With respect to the income statement: 


(i) gross revenues; 
(ii) depreciation, depletion and amortization; 
(iii) write-downs of non-monetary items (see paragraph .42); 
(iv) net general price-level gain or loss credited or charged 
to income (see paragraph .50); 

(v) income before extraordinary items (after items (b) (iii) and (iv); 
(vi) net income for the period; and 1 

(vii) earnings per common share (see EARNINGS PER SHARE, Section 3500). 
It is desirable that disclosure of the information recommended in paragraph .11 
be on a comparative basis showing figures for at least the corresponding pre- 
ceding period. Prior period figures should be updated to state them in terms 
of the general purchasing power of the dollar at the end of the current 
accounting period (see paragraph .26). Comparative information for periods 
prior to the effective date of this Section need not be presented but if it 
is presented, it should be prepared and presented in accordance with the 
Recommendations in this Section. 


—— EE 


1 In computing net income per common share, the general price-level gains 
or losses resulting from monetary preference shares (see paragraph .52) 
should be added or deducted. 
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In addition to the minimum recommended in paragraph .11, an enterprise may 
present such other information as it deems useful in the circumstances. For 
example, it may be desirable to provide a reconciliation between net income 
on the historical cost basis and net income on the general purchasing power 
basis. Consideration might also be given to providing statistics on such 
matters as restated return on common shareholders' equity, restated dividends 
per common share and the dividend coverage on restated earnings. 


Since the disclosure of data in terms of general purchasing power is a recent 
development, it is also necessary to provide explanatory information. 


B Disclosure of general price-level information should include an explana- 
tion of the basis of its preparation and what it represents. The explanation 
would make it clear that: 


(a) general price-level accounting is not current value accounting; and 


(b) income taxes are based on amounts recorded in the historical cost 
financial statements (see paragraphs .54 - .55). 


PRINCIPLES OF RESTATEMENT 
Complete restatement 


General price-level information based on the restatement of selected items 

only will not reflect the total impact of the effect of changing general price- 
levels on an enterprise and may be misleading. Such information, therefore, 
should only be prepared on the basis of calculations derived from complete 
restatement of the historical cost financial statements. 


be The calculation of general price-level information should be based on a 
complete restatement of the historical cost financial statements and not ona 
partial or selected item basis. 


General index 


General price-level information is intended to show the effect of changes in 
the general level of prices on financial results. Therefore, a broadly-based 
index which reflects changes in the general purchasing power of the dollar 
should be used. 


The Committee concludes that the most appropriate index is the Gross National 
Expenditure (GNE) Implicit Price Index. The Consumer Price Index (CPI), which 
has been suggested as an alternative, does not have the broad base which is 
necessary in general price-level accounting. 


The Committee recognizes that the use of a general index such as the GNE 
Implicit Price Index will not respond to the problems of specific price 
changes experienced by a particular industry or enterprise. Specific price 
indices reflect factors other than changes in the general purchasing power of 
money and, therefore, should not be used in general price-level accounting. 
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e- The index to be used for the purposes of preparing general price-level 
statements is the GNE Implicit Price Index. 


Some Canadian enterprises present their historical cost financial statements 
expressed in a foreign currency. In such cases, a general price index relating 
to that currency (rather than Canadian dollars) should be used for the purpose 
of preparing general price-level statements. 


Current dollars 


In defining units of general purchasing power, it is necessary to select a 
common date to which units of general purchasing power are to be related. 


Two approaches have been suggested: a base year and the end of the current 
period to which the financial statements relate. The use of a base year could 
lead to differing base dates being selected, thus making inter-company 
comparisons meaningless. The use of the end of the current period has the 
advantage that price-level information can be directly related to other 
contemporary information. Current economic actions take place in terms of 
current dollars. 


The Committee, therefore, feels that the general price-level information 
expressed in terms of units of general purchasing power as at the end of 

the current period to which the financial statements relate would be more 
useful. For comparative purposes, it is necessary to update prior period 
general price-level information in terms of current general purchasing power 
(see paragraph .57). 


Be General price-level information should be presented in terms of units of 
general purchasing power as at the end of the current accounting period. 


Monetary and non-monetary items 


The preparation of general price-level statements requires identification and 
segregation of monetary and non-monetary items (see Appendix 1). 


Because of their nature, monetary items are already expressed in the historical 
cost financial statements in terms of units of general purchasing power at the 
end of the current accounting period. 


> 


For ease of reference GNE Implicit Price Indices are provided in Appendix 2 
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Since units of general purchasing power are expressed as at the end of the 
current accounting period (see paragraph .26), monetary items held at that 
date walt already be stated in the same units of general purchasing power in 
both the historical cost financial statements and the general price-level 
statements - no restatement is necessary. For example, a bank loan incurred 
at an earlier date and unpaid at the end of the current accounting period is 
still payable at the original dollar amount even though these dollars may now 
have a general purchasing power different from that at the date the debt was 
incurred; an account receivable arising at an earlier date and unpaid at the 
end of the current accounting period is still collectible at the original 
dollar amount even though these dollars may now have a general purchasing power 
different from that at the date the receivable arose. 


Holders of monetary items gain or lose general purchasing power by reason of 
changes in the general level of prices. In times of inflation, the purchasing 
power of monetary assets diminishes. Conversely, monetary liabilities become 
less burdensome because they are payable in dollars of reduced general purchas- 
ing power. In times of deflation the opposite would occur. Gains and losses 
on monetary items are recognized in general price-level accounting as they 
accrue (see paragraphs .44 - .53). 


Non-monetary items are expressed in the historical cost financial statements 
in terms of units of general purchasing power as at the dates they were 
acquired or incurred. Therefore, non-monetary items held at the current 
balance sheet date are restated for changes in the general level of prices 
since they were acquired or incurred. For example, land acquired at an 
earlier date and held at the end of the current accounting period will be 
restated to reflect its cost in terms of units of current general purchasing 
power. 


Holders of non-monetary items gain or lose purchasing power by reason of 
changes not only in the general level of prices but also by reason of changes 
in the relationships among prices arising from technological and market 
influences. The holders gain or lose purchasing power if the specific price 

of the item rises or falls at a rate different from that of the general level 
of prices. As in historical cost accounting, gains and losses on non-monetary 
items are not normally recognized in general price-level accounting until there 
is.a disposal of such items: However, the amounts of such gains and losses 
may differ. In historical cost financial statements, the entire increase or 
decrease in the market price is recognized as a gain or loss. In general price- 
level accounting only the increase or decrease in the market price in excess 

of or below the restated cost is recognized as a gain or loss. For assets 

used in the business, depreciation or amortization is recognized in the same 
time periods in both historical cost financial statements and in general price- 
level statements although the amounts differ. 


B Monetary and non-monetary items must be distinguished for the purposes of 
preparing general price-level statements. Since monetary items in the current 
historical cost balance sheet are stated in units of current general purchasing 
power, they should be included at the same amounts in current general price- 
level statements. Non-monetary items should be restated to units of current 


general purchasing power. 
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> The list of monetary and non-monetary items provided in Appendix 1 forms 
an integral part of this Section and the classification of items therein 
should be adhered to in the preparation of general price-level statements. 


The list in Appendix 1 classifies accumulated deferred income tax balances as 
monetary. However, some maintain that, in accordance with the deferral method 
of tax allocation recommended in CORPORATE INCOME TAXES, Section 3470, 
accumulated deferred income tax balances represent costs or cost savings which 
are deferred and will be charged or credited to income in future periods. 
Since these balances do not purport to represent income taxes which are 
expected to be paid or recovered (as under the accrual method of income tax 
allocation), it is argued that they should be treated as non-monetary. 


The Accounting Research Committee is of the opinion that accumulated deferred 
income tax balances should be treated as monetary. When reversals of the 
underlying timing differences occur, they will give rise to changes in 
accumulated deferred income tax balances in terms of current general purchasing 
power at that time. Furthermore, the treatment of accumulated deferred income 
tax balances as monetary gives recognition to general price-level gains or 
losses in the period of the change in the general purchasing power of money 
rather than deferring such gains or losses until the period of the draw-down, 
as is the case under the non-monetary treatment. The Committee feels that 

the non-monetary classification of accumulated deferred income taxes leads to 
a distortion in the general price-level income statement in the period of the 
draw-down. 


Income statement items 


Revenue and expenses are stated in historical cost financial statements in 
terms of the general purchasing power of the dollar at the dates of the 
originating transactions. In the general price-level statements, these items 
are reflected in terms of units of general purchasing power at the end of the 
current accounting period. 


The components (i.e. costs and proceeds) of gains or losses arising from the 
sale of assets and discharge of liabilities in the historical cost financial 
statements should be restated to units of general purchasing power as at the 
end of the current accounting period. 


B Income statement items should be stated in terms of units of general 
Purchasing power as at the end of the current accounting period. 


Limits to restatement of non-monetary items 


The same accounting principles used in the preparation of conventional 
historical cost financial statements apply to general price-level statements. 
Only the unit of measurement is changed. Accordingly, the restatement of non- 
monetary assets should not result in their being reflected in general price- 
level statements in excess of their value. For example, inventories should not 
be restated at more than net realizable value and property, plant and equipment 
should not be restated at more than the value which will normally be recovered 
by the enterprise from operations. It should be recognized that competitive or 
regulatory factors may limit the extent of the recovery. In addition, the 
determination of recoverable value should take into account the fact that 
general price-level restatement does not change the amounts which will be 
allowed in calculating income taxes. 


34 


Re 


. 36 


rae} 


38 


ao 


- 40 


Accounting Exposure Draft - July 1975/11 


It may also be necessary to reduce non-monetary liabilities after restatement. 
For example, an estimated accrual for future warranty obligations may be 
restated in excess of the amount which would be required to discharge the 
obligation. In such cases, it would be necessary to make an appropriate write- 
down of the restated liability. 


lhe amount by which a non-monetary asset or liability in the current general 
price-level balance sheet is reduced below the amount determined in the restate- 
ment process should be charged or credited to income in the general price-level 
income statement and, when material, disclosed separately in the general price- 
level information. In the initial restatement, any reduction relating to non- 
monetary assets or liabilities at the beginning of the period would be charged 
or credited to retained earnings in the adjustment to retained earnings result- 
ing from the initial restatement. 


Non-monetary preference shares should not be restated to an amount in excess 
of their fixed liquidation price. When preference shares have been restated 
to an amount equal to their fixed liquidation price, they should thereafter 
be classified as a monetary item (see also paragraphs .51 - .52). 


General price-level gains and losses 


General price-level gains and losses are recognized on monetary items. They 
are calculated by restating the amount of the net monetary items at the 
beginning of the period and the transactions involving monetary items during 
the period to units of general purchasing power at the end of the period. The 
resulting restated amount is compared with the actual amount of net monetary 
items at the end of the period and the difference is the general price-level 
gain or loss for the period. 


Opinions differ on the accounting treatment of general price-level gains or 
losses. Among the approaches which have been suggested are: 


(a) inclusion of all general price-level gains and losses in current income; 


(b) inclusion of only general price-level losses in current income with 
gains being treated as capital items; 


(c) treatment of all general price-level gains and losses as capital items; 
and 


(d) inclusion of all general price-level gains and losses in current income 
except for those relating to long-term debt. 


Since general price-level gains and losses on monetary assets and liabilities 
arise as a result of an event which occurs during the current period, i.e. the 
change in the general price-level, and are not related to subsequent events 
such as the receipt or payment of money, these gains and losses are part of 
the net income of the period. 
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It has been argued, however, that the general price-level gain on long-term 
debt should not be included in current income because it might not be possible 
to distribute it without raising additional finance. This argument confuses 
the measurement of profitability with the measurement of liquidity. Even in 
the absence of inflation, the whole of an enterprise's profit may not be 
distributable without raising additional finance, for example because it has 
been invested in, or a commitment made for investment in, non-liquid assets. 


One suggestion is that the general price-level gain on long-term debt should 
not be recognized in the current period but deferred to future periods and 
amortized on an appropriate basis. Under this approach, the liability would 
be regarded as a source of funds for the related assets and any gain would be 
deferred until either the debt is retired or the related assets acquired from 
the funds borrowed are consumed in the operations or sold. 


The Committee believes that general price-level gains on long-term debt occur 
in the period in which the general level of prices increases and that these 


gains are not normally related to the cost of non-monetary assets. In addition, 


in the Committee's opinion, it is inconsistent to exclude such gains when the 

income statement has been charged with the cost of borrowing (which would have 
reflected the lender's estimation of future inflation rates) and depreciation 

based on the restated amount of the fixed assets. 


> General price-level gains and losses from holding monetary liabilities 
and assets should be included in the determination of current net income in 
the general price-level income statement. In some situations, interest is 
not directly charged to current income but is capitalized as part of the cost 
of a non-monetary asset to be charged to income in future periods. In these 
cases, the general price-level gain or loss on the related debt should be 
applied to the restated cost of such non-monetary assets. 


General price-level gains or losses associated with monetary preference shares 
are capital items because they relate to a shareholders’ equity item. Accord- 
ingly, they should be excluded in the determination of net income. However, 
such gains or losses should enter into the calculation of earnings per common 
share because those items will accrue to the common shareholders. 


& General price-level gains or losses associated with monetary preference 
shares should be: 


(a) charged or credited to common shareholders’ equity in the general 
price-level statements; 


(b) included in the calculation of earnings per common share 
(see paragraph .11). 


@& When general price-level information is provided, the net general price- 


level gain or loss which has been credited or charged to income should be 
disclosed. 
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Income tax allocation 


It has been suggested that tax allocation principles apply in general price- 
level statements for income taxes that may be payable in the future if the 
higher amounts assigned to non-monetary assets through restatement are realized 
through utilization or sale. Such restatements of non-monetary assets give 
rise to amounts which have no counterpart for income tax purposes and, 
therefore, are considered to be permanent differences. Accordingly, it is not 
appropriate to provide for deferred income taxes on such amounts. 


& The income tax provision in the general price-level income statement 

should be the income tax provision in the historical cost income statement 
restated to units of general purchasing power as at the end of the current 
accounting period. 


Comparative statements 


To make general price-level information presented at different dates comparable, 
prior period figures must be updated. Prior period figures are updated by 
multiplying by the ratio of the index number at the end of the current account- 
ing period to the index number at the end of the previously reported accounting 
period. 


Bb When comparative general price-level information is shown, it should be 
updated to units of general purchasing power as at the end of the current 
accounting period. 


CONSOLIDATED FINANCIAL STATEMENTS 
AND THE EQUITY METHOD OF ACCOUNTING 


When the historical cost financial statements are prepared on a consolidated 
basis using the purchase method, the assets and liabilities of a subsidiary 
at the date of acquisition are included in the consolidation on the basis of 
the amounts assigned to them at the date of acquisition. These amounts are 
regarded as the assigned "costs" of these assets and liabilities to the 
consolidated group, even though there may be a minority interest therein. 
When restating consolidated historical cost financial statements, the restate- 
ment factors are applied to the amounts from the date of acquisition. The 
actual dates of acquisition of assets and assumption of liabilities by a 
subsidiary are only relevant in preparing its own general price-level state- 
ments. Similarly, when the equity method of accounting is used, price-level 
restatement factors are applied from the date of acquisition by the investor. 


Where the pooling of interests method has been used to account for a business 
combination, the parties to the combination are considered to have always been 
combined. Price-level adjustments should be calculated without reference to 
the date of the business combination. 
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FOREIGN BRANCHES AND SUBSIDIARIES 


Historical cost financial statements of foreign branches or subsidiaries are 
usually prepared in terms of the currency of the countries in which the branches 
or subsidiaries operate. The preparation of consolidated financial statements 
requires that the financial statements of the foreign branches or subsidiaries 
be translated to the reporting currency of the parent. In general price-level 
statements, the question arises whether first to translate the financial 
statements of the branch or subsidiary into the reporting currency of the 
parent company and then to restate using an index reflecting general purchasing 
power changes in the country of the parent or first to restate using an index 
reflecting general purchasing power changes in the foreign country and then to 
translate the resulting figures into the reporting currency of the parent 
company. 


The Committee is of the opinion that the translate-restate method should be 
used. The use of the translate-restate procedure has the following advantages: 


(a) It results in all items in the consolidated financial statements (regard- 
less of their divisional or corporate location) being stated in terms of 
the general purchasing power of money in the country of the parent 
company. This achieves one of the objectives of general price-level 
accounting, namely to express all amounts in a single unit of measurement. 
(The use of the restate-translate method is inconsistent with this 
objective since it results in a mixture of different rates of change 
in purchasing power. ) 


(b) The updating of general price-level information of previous years prepared 
on this basis will not change previously reported key ratios. (The use 
of the restate-translate approach would theoretically necessitate updating 
by using foreign indices which may change previously reported ratios.) 


The Committee recognizes that the rate of inflation or deflation in the country 
where a foreign subsidiary operates may be so great as to affect the 
significance of its conventional historical cost financial statements. General 
price-level financial statements may, in these cases, replace the historical 
cost financial statements for the purpose of reporting to shareholders 
domiciled in that foreign country but should not be used for the purpose of 
preparing consolidated general price-level information for presentation to 
parent company shareholders. 
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APPENDIX 1 
MONETARY AND NON-MONETARY ITEMS 


INTRODUCTION 


Paragraph .07(g) and (h) and .27-.36 of this Section present criteria for dis- 
tinguishing monetary and non-monetary items. This Appendix provides examples 
of classification with an explanation of the reason for classification when 
needed. The list is not all-inclusive and classification of individual items 
not included in this Appendix should be made according to the general 
principles in this Section. 


It should be recognized that some non-monetary items may appear in the same 
amounts in both general price-level financial statements and in historical 

cost financial statements, when for example, a non-monetary asset or liability 
has been written down, (see paragraphs .40-.42 on "limits to restatement of 
non-monetary items'). In addition, transactions occurring at or near the end 
of the financial period are not changed in the process of restatement. Even 
though the amount of the item is not changed in the process of restatement,this 
does not necessarily identify it as a monetary item. 


Monetary Non-Monetary 
Cash on hand or on deposit (domestic currency) X 
Foreign currency on hand and claims to See comment at left 


foreign currency 


If foreign currency items are stated 

at the closing rate of exchange in the 
historical cost financial statements 

they should be treated as monetary. 

If they are stated at historical rates 

of exchange in the historical cost fin- 
ancial statements they should be treated 

as non-monetary, but not restated in excess 
of the amount which would have appeared in 
the historical cost financial statements if 
the closing rate of exchange had been used 
for translation. Any write-downs should be 
treated in accordance with paragraph .42. 


Investments 
Shares X 
(accounted for on the cost method) 
Shares are non-monetary because their 
prices are subject to fluctuation. 


Bonds X 
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Convertible bonds 


Until converted, these represent an 
entitlement to receive a fixed number 
of dollars. 


Accounts and notes receivable 
(long and short-term) 


Inventories 


Produced under fixed price contracts 
and accounted for at the contract 


price. 


These items are, in substance, 
accounts receivable in a fixed 
amount and are, therefore, 
monetary. 


Other inventories 

Prepaid expenses (other than interest) 

These represent claims to future 
services, not claims to a fixed 
number of dollars. The prices of 
identical services may fluctuate. 
Therefore, prepaid expenses are 
non-monetary. 

Investments accounted for on the equity method 
If an investment is carried at cost, it 
is non-monetary. If it is accounted for 
by the equity method see paragraph .58. 

Fixed Assets 


Accumulated allowance for depreciation and 
depletion 


Cash surrender value of life insurance 
Advances paid on purchase contracts 
The advances are not claims to a fixed 
number of dollars but claims to goods 


and services whose prices may fluctuate. 


Intangible assets 
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Accumulated deferred income tax debits 
(see paragraphs .35-. 36) 


Unamortized premium or discount and 
prepaid interest on bonds or notes 
payable. 


Inseparable from the debt to which 
it relates, a monetary item. 


Other deferred charges 


Accounts payable, accrued charges and 
notes payable 


Amounts payable in foreign currency 


(See discussion under foreign currency 
on hand and claims to foreign currency) 


Warranty obligations 


These are obligations to provide non- 
monetary goods or services. 


Bonds payable and other long-term debt 
Convertible bonds payable 


- Until converted, these are obligations 
to pay a fixed number of dollars. 


Accumulated deferred income tax credits 
(see paragraphs .35-. 36) 


Minority interest 
(see paragraph .58) 


Preference shares 


Preference shares carried at an amount 
equal to their fixed liquidation or 
redemption price are monetary because 
the claim of the preference share- 
holders on the assets of the enterprise 
is in a fixed number of dollars; pre- 
ference shares carried at less than 
their fixed liquidation or redemption 
price are non-monetary but become 
monetary when restated to an amount 
equal to their fixed liquidation or 
redemption price (see paragraph .43). 
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Monetary Non-Monetary 

Convertible preference shares See comment at left 

Until converted these should be treated 

in the same manner as other preference 

shares. 
Common shares* X 
Contributed surplus* x 
Appraisal increase credits* X 
Retained earnings* See comment at left 


This is a residual and need not be 
classified. 


* An acceptable alternative to restating 
the individual components of common 
shareholders' equity is as follows: 


a) At the time an enterprise first 
restates its historical cost 
financial statements, the 
aggregate amount of common share- 
holders’ equity stated in terms 
of units of current general purchas- 
ing power can be determined simply as 
a residual after all other items have 
been restated. 


b) In subsequent accounting periods, 
end-of-period common shareholders' 
equity stated in units of current 
general purchasing power can be 
determined as follows: 


(i) update the amount of common 
shareholders' equity stated 
in terms of units of general 
purchasing power at the end 
of the prior period to units 
of current general purchasing 
power. 


37 


Accounting Exposure Draft - July 1975/19 


Monetary Non-Monetary 


(ii) increase or decrease the 
amount determined in (i) 
by: 


a) the amount of any capital 
transactions during the 
period restated to units 
of general purchasing power 
at the end of the current 
accounting period; 


b) net income in units of current 
general purchasing power as 
reported in the general price- 
level income-statement; and 


c) adjustments resulting from 
general price-level gains or 
losses on monetary shareholders' 
equity items. 


The end result will be the end-of-period amount 
of common shareholders’ equity stated in units 
of general purchasing power at the end of the 
current accounting period. 
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APPENDIX 2 
GNE IMPLICIT PRICE INDEX 


Yearly Averages 1926 - 1974 (1961 = 100) 


1926 50.4 
1927 49.8 
1928 49.6 
1929 50a 
1930 48.8 
1931 45.9 
1932 41.6 
1933 40.8 
1934 41.4 
1935 41.6 
1936 42.9 
1937 44.1 
1938 44.0 
1939 heey) 
1940 ow | 
1941 49.3 
1942 51a 
1943 53.3 
1944 55.0 
1945 20.3 
1946 58.0 
1947 Gora 
1948 70.8 
1949 T3339 
1950 75.6 
1951 84.3 
1952 8759 
1953 87.8 
1954 S952 
1955 89.57 
1956 93.0 
1957 95.0 
1958 96.3 
1959 98.3 
1960 99.5 
1961 100.0 
1962 101.4 
1963 NOB. 2 
1964 105.8 
1965 109.2 
1966 i A 
1967 118.6 
1968 122.4 
1969 L278 
1970 13Sn9 
1971 138.1 
1972 TA4.7 
1973 Ps 5e7 

1 


1974 176% 
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Quarterly Averages 1947 - 1974 (1961 = 100) 


Ist 2nd 3rd 4th 
1947 59.6 (yaw 6555 66.4 
1948 68.0 70.0 Np Aede U2 cal 
1949 W868) 13.38 74.8 Wsv0 
1950 ATS 74.6 L556 Lies 
1951 81.6 soy, I S4i-/, S550 
1952 86.9 88.9 88.8 37/5 dL 
1953 86.8 88.0 88.4 88.2 
1954 88.5 89.5 89.7 89.2 
1955 89.6 89.7 90.1 89.6 
1956 OPe5 92.3 94.1 94.0 
1957 94.1 94.9 95.8 95z01 
1958 95.4 96.9 96.6 96.4 
1959 98.0 98.3 98.4 98.6 
1960 99.8 99.6 99.2 99.4 
1961 TOORZ 99.8 99.8 100.2 
1962 100.8 LOdese: 10155 102.1 
1963 OZR LO3R2 WBS. A7 nO Grrl 
1964 OA. 7 105.4 106.3 106.8 
1965 LOWS 108.5 TOOL 11055 
1966 P23 HWIUSo © TES} 5.0) Bioy3 
1967 Wali s 2 118.4 TAL} te! LSB 
1968 P2153 P29 WAP SS) 1235.0 
1969 12585 1276 128.6 P29 eo 
1970 132.10 UBS. @ SYA: LSe8 
1971 135.89 137-30 138.6 140.1 
LOZ 141.9 143.4 146.0 TAT) 5) 
1973 149.9 SSeS 15823 L6a51 
1974 Wo 2 UN fake, 180.2 183.8 
SOURCE: Statistics Canada, April 1975. 


DESCRIPTION OF GNE IMPLICIT PRICE INDEX 


The GNE Implicit Price Index is published quarterly by Statistics Canada in 
"National Income and Expenditure Accounts" (13-001). The index is available 
some two to three months after the end of the quarter to which it applies. 

The GNE Index is a measure of price change for all final expenditures on goods 
and services produced in the domestic economy. It is, by far, the most com- 
prehensive of all indices available in Canada. 


SPECIFIC PROBLEMS 


1. The GNE Implicit Price Index represents the average for a specific 
quarter. For restatement purposes it is necessary to have an end-of- 
period index. It would be acceptable to use quarterly indices as an 
approximation of the period end. 
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2. Since the GNE Implicit Price Index is issued substantially in arrears it 
is necessary to approximate a figure for a quarter not yet available. 


One method of approximation is to interpolate the progression of the GNE 
Index using the progression of the Consumer Price Index (CPI) which is 
published monthly by Statistics Canada, as follows: 


400 (GNE Index for lst quarter) x 390 (CPI index for May) 
380 (CPI index for February) 


= (approximated GNE index for 2nd quarter) = 410 
Since the GNE Implicit Price Index is an average for the quarter, an 
acceptable alternative method in this example would be to multiply the 
first quarter GNE Index by the average of the CPI Index for April, May 


and June divided by the average of the CPI Index for January, February 
and March. 


Other approximations which have been used employ econometric models. 
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EXAMPLE OF THE APPLICATION OF GENERAL PRICE-LEVEL RESTATEMENT 


PREPARATION 
(This example has been furnished by the Institute's Research staff) 


The following example illustrates briefly how general price-level statements 
might be prepared from historical cost financial statements. It is not 
suggested that it should be a model for all situations since the circum- 
stances of each enterprise will be different. Assumptions relating to the 
accumulation of asset costs, liabilities, revenues and expenses made in this 
example will not necessarily have general applicability and care should be 
taken in applying the concepts to a specific enterprise. 


Given Data 


Factors for restatement @ 


Average Indices DEC moet Ve, DECr ota tr nO 
Yor! 248.1 La4 
WGg O72 PISS 130 
Yrs 285.6 sit 
Yor B05=2 b esas ley 1.38 
Yrio 333ek OL 26 
YEsUG 388.4 1.08 


Index at December 31 (assumed to be equal to last quarter) 


Yin 3565-2 Vals 
Quarterly Indices ies LG 

lst Quarter 513.9 362.7 pa be 1 6 

2nd Quarter 32057 369.8 el de14 

3rd Quarter 341.7 400.4 1.04 E05 

4th Quarter 35622 420.6 1s 00 1.00 
Notes 


Since the GNE Implicit Price Index series does not provide an index at the 

end of the period,it is considered appropriate to use the index for the latest 
quarter as an approximation of a year end index. This has been done throughout 
this example. 


These indices are provided for the purposes of this example only and appropriate 
indices should be obtained by reference to Statistics Canada publications. 
Factors for restatement are calculated by dividing the end of the year index 

by the index at the date at which the transaction arose. This may be a year 

or a quarter. For example, the restatement of iransactions arising in the lst 
quarter of Year 6 in terms of general purchasing power at the end of Year 6 
would be achieved by applying the following factor: 


Index at end 0fsyr.. 0 = 420.6 = P16 
Index in lst quarter of 36227 
BG de MS) 
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GPL Company Ltd. 
Balance Sheet as at December 31, Yr. 6 


Yr 6 Veer 
s§ (000) § (000) 


Assets 


Current assets 


Cash $ 341 $ 200 
Accounts receivable 438 400 
Inventories, at cost (FIFO) 500 610 
Total current assets $1,279 $1 5210 

Fixed assets - at cost $ 860 $ 800 
Less: accumulated depreciation a36 264 

Se es2e $ 536 

Investments - at cost $s 110 SLO 
$1,911 $1,856 


Liabilities and Shareholders' Equity 


Current liabilities 


Accounts and notes payable S$» 6215 ts ey! 
Long-term debt (repayable in foreign currency) 200 200 
Total liabilities $. 415 Po 1 
Deferred income taxes $ 31220 $__ 200 


Shareholders’ equity 


Preferred shares $ 100 $ 100 
Common shares 150 150 
Retained earnings 1,026 875 
Total shareholders' equity $1,276 $1,125 
$1,911 $1,856 
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GPL Company Ltd. 
Statement of Retained Earnings 
for the year ended December 31, Yr. 6 


Mes, & Was &) 
S (000) S (000) 


Balance at the beginning of the year a As) $ 656 
Add: net income for the year aa: NMS, 

$1,086 $9 935 
Less: dividends paid during the year 60 60 
Balance at the end of the year $1,026 $ 875 


GPL Company Ltd. 
Income Statement 
for the year ended December 31, Yr. 6 


VA ano Naar) 
S$ (000) § (000) 


Sales (met) oo 012 $2,624 
Cost of sales Lg 7OS by Sl 
Gross profit $1,247 $1,233 


Operating expenses 


Depreciation A Foeeyadte de) $ 80 
Selling and administrative 748 605 
Interest 30 30 

$ 864 $ 715 

Operating profit $ 383 $ 518 
Profit on sale of fixed assets 2, 
Income before income taxes $ 395 63 Sys! 
Income taxes - current $ 164 See 
- deferred 20 15 

$ 184 $2239 

Net income for the year $20) $ 279 
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Restatement of non-monetary items at December 31, Yr.5 (items A to F) 


A. Inventories 


It is assumed that inventories turn over twice a year. The average index 
for the last six months can be calculated by taking the average of the two 
average indices for the last two quarters as follows: 


341.7 + 356.2 = 349.0 

W 

Therefore, the restatement factor applicable to inventories at December 31, 
YGe Pads 63560. 2e0= 1.02 

349.0 : 


Restated balance, therefore, is $610,000 x 1.02 = $622,000 


B. Fixed Assets 


% Restated 
Year of Historical Restated Accumulated Accumulated 
Acquisition Cost Factor Amount Depreciation Depreciation 
(Wr) “Way <5) 
Nelvana sd $ 100,000 a4 $ 144,000 50 $972,000 
We 240,000 5 312,000 40 125,000 
Yon 3 260,000 ibs 2S 325,000 30 98 ,000 
Yur 4 200,000 veel 234,000 20 47,000 
Nas ems s = = 
$ 800,000 $1,015,000 $ 342,000 


Assumptions: Even accumulation of fixed asset costs throughout the year 
(average index for year of acquisition used); depreciation 
calculated on a straight line basis; useful life 10 years; 
no salvage value; full year's depreciation in year of 
acquisition; no depreciation in year of disposition. 


C. Investments 


Year of Historical Restated 
Acquisition Cost Factor Amount 
Qi) 
fa cnn $ 110,000 a2 $ 138,000 
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Long-term debt in foreign currency 


+200, 000 Canadian translated at the historical exchange rate in Yr. 2 
(exchange rate at time of incurring the debt FC 1 = $1.00). The current 
exchange rate at the end of Yr. 5 was FC 1 = $1.50 which would indicate 
a debt of $300,000 Canadian. No write-down is, therefore, necessary. 


Year Historical Restated 
Incurred Amount Factor Amount 
(She . By, 
Nar eZ $ 200,000 ie SO) $ 260,000 
Preferred shares 
Historical Restated 
Paid In Amount Factor Amount 
(aD) 
Yreidew25 j000rshares 1) 1255000 1.44 $ 36,000 
Wr oe D0 ,000nshanes 50,000 eS 63,000 
Yr. 4 25,000 shares DSS OO” eel, 29 ,000 


$ 100,000 $ 128,000 


The redemption price of all the shares is $110,000, therefore a write-down 
to $110,000 is indicated (i.e. $128,000 - 110,000 = $18,000). 


This write-down is credited to retained earnings. Since preferred shares 
have been restated to their redemption price they become monetary in Yr. 6. 


Common shares 


Historical Restated 
Paid In Amount Factor Amount 
(YEAS) 
Veee 1 TSO OOo shares $ 150,000 cE $ 216,000 
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GPL Company Ltd. 
Balance Sheet as at December 31, Yr. 5 


Restated at 
Historical Note December 31, Yr. 5 


$ (000) $ (Yr.5) (000) 

Assets 

Current assets 
Cash $ 200 $ 200 
Accounts receivable 400 400 
Inventories - at cost (FIFO) 610 A a622 
$1,210 $1,222 
Fixed assets - at cost $ 800 ) $1,015 
Less: accumulated depreciation 2 264.) : eels 
$536 $673 
Investments - at cost $ 110 C SOA te) 
$1,856 $2,033 


Liabilities and Shareholders' Equity 


Current liabilities 


Accounts payable >} SOE S33) 
Long-term debt (repayable in foreign 

currency) 200 D 2260 

Total liabilities $8531 een 

Deferred income taxes $_ 200 $200 


Shareholders' equity 


Preferred shares $ 100 E Se 20 
Common shares 150) F 216 
Retained earnings 875 (difference) 916 
Total shareholders’ equity Sac $1,242 
$1,856 $2,033 
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Restatement of non-monetary items at December 31, Yr.6 (items G to T) 


G. Inventories 


The rate of turnover is unchanged in Yr.6. The last two quarter indices 
are, therefore, averaged as follows: 
400.4 + 420.6 


5 = 410.5 


Therefore, the restatement factor applicable to inventories at December 


S15 Yer Gus) 42056 
%10.5 7 de OZ 


Restated balance, therefore, is $500,000 x 1.02 = $510,000 
H. Fixed assets 
Asset value 


Restatement of balance at December 31, Yr.6 


Restated balance at December 31, Yr.5 ($1,015,000 x 1.18) $ 1,198,000 


Less sale of asset acquired in Yr.3 ($40,000 x 1.25) x 1.18 59,000 
$ dy, 139 000 
Addition during second quarter of Yr.6 - ($100,000 x 1.14) 114,000 


$ 1,253,000 


Accumulated depreciation 


Restatement of balance at December 31, Yr.6 


Restated balance at December 31, Yr.5 ($342,000 x 1.18) $ 404 ,000 
Less ‘sale ($12,00)2 .1.25) «1.18 18,000 
$ 386,000 
Depreciation (102% of $1,253,000) 125,000 
$ 511, 000 


Note that $12,000 for accumulated depreciation relating to the asset sold 
was arrived at as follows: 


3 x 10% x $40,000 (original cost) = $12,000 
representing 3 years accumulated depreciation at 10% per year. 
I. Investments 


Restatement of balance at December 31, Yr. 6 
$138,000 (restated balance Yr.5) x 1.18 = $163,000 
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J. Long-term debt in foreign currency 


Restatement of balance at December 31, Yr. 6 


$260,000 (restated balance Yr.5) x 1.18 = $307,000 


The current exchange rate at the end of Yr.6 was FC 1 = $1.55 which would 
indicate a debt of $310,000 Canadian. No write-down is, therefore, 
necessary. (See also item D.) 


K. Common shares 


Restatement of balance at December 31, Yr.6 
$216,000 (restated balance Yr.5) x 1.18 = $255,000 
L. Sales 
Sales are assumed to have been spread evenly throughout the year (i.e. 


there is no seasonality - in the presence of seasonality a weighted 
averaye index would have had to have been used. 


$3,012,000 x 1.08 = $3,253,000 
M.  Costofusales 


Historical balances 


Inventory at December 31, Yr.5 $ 610,000 
Inventory at December 31, Yr.6 500,000 

$ 110,000 
Purchases 1,655,000 


$ 1,765,000 


Restatement at December 31, Yr.6 


Inventories at December 31, Yr.5 restated 


are $622,000 x 1.18 (updated of Yr.5 figure) $ 734,000 
Purchases $1,655,000 x 1.08 1,787,000 

$ 2,521,000 
Less inventory at December 31, Yr.6 restated 510,000 


$ 2,011,000 
Note: Purchases are assumed to accrue evenly throughout the year, The 


reasonableness of this assumption would have to be reviewed in 
each case. 


N. Selling and administrative expenses 


These expenses were spread evenly throughout the year. 


Restated balance = $748,000 x 1.08 = $808,000 
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Interest 


All paid in June of each year. 


Restated balance = $30,000 x 1.14 = $34,000 


Profit on sale of fixed assets 


Sale made in 2nd quarter, Yr.6 


Restated 

December 31, Yr.6 
Selling price $40,000 x 1.14 $ 46,000 
Restated cost of asset (see analysis in H) $ 59,000 
Less restated depreciation (see analysis in H) (18,000) 
$ 41,000 
Restated profit S$. 15000 


Income taxes 
Spread evenly throughout the year. 


Current 


Restated balance = $164,000 x 1.08 = $177,000 
Deferred 


Restated balance = $20,000 x 1.08 = $22,000 


Retained earnings 


Restatement of adjusted balance at December 31, Yr.5 to Yr.6 price-level 


$916,000 x 1.18 = $1,080,000 


Dividends paid 


Dividends paid quarterly in equal amounts (preferred and common) average 
index = 


362.7 + 369.8 + 400.4 + 420.6 


mn = 388.4 


Therefore, factor of translation = 420.6 
388.4 4008 


Restated balance = $60,000 x 1.08 = $65,000 


[ w.s. Included in dividends paid were preferred dividends of $10,000. 
The restated balance of the vreferred dividends is therefore, 


ic 
607000 x $65,000 = $11,000 | 
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T. Calculation of general price-level loss 


In order to compute the general price-level gain or loss, the following 
schedule of changes in net monetary items is prepared: 


December 31, Yr.5 December 31, Yr.6 


Updated to 
Historical Yr. 6 Historical 
Cash $ 200,000 $ 236,000 $ 341,000 
Accounts receivable 400,000 472,000 438,000 
Accounts payable (331,000) “ (391,000) (215,900) 
Deferred income taxes (200,000) (236,000) (220, 000) 
$ 69,000 $ 81,000 $ 344,000 
Restated to 
Historical Note December 31, Yr. 
Net monetary items 
as 
December 31, Yr.5 $ 69,000 above $ 81,000 
Add: 
Sales 3,012,000 L Sha oye 9 (018, 
Proceeds from sale of fixed 
assets 40,000 Pp 46,000 
$3,121,000 $3,380,000 
Less: 
Purcnases $1,655,000 M $1,787,000 
Selling and administrative 
expenses 748,000 N 808, 000 
Interest paid 30,000 0) 34,000 
Income taxes - current 164,000 Q 177,000 
- deferred 20,000 22,000 
Purchase of fixed assets 100,000 H 114,000 
Dividends paid 60, 000 S 65,000 
$2,777,000 $3,007,000 
Net monetary items restated at December 31, Yr.6 Fates WAS PaO 6) 
Actual net monetary items at December 31, Yr.6 344,000 
General price-level loss (charged to income) $ 29,000 
General price-level gain on preferred shares 
Balar.ce at the beginning of Yr.6 $ 110,000 
Restated at the end of Yr.6 = $110,000 x 1.18 $ 130,000 
Balance at the end of the year 110,000 


General price-level gain on preferred shares $ 20, 000 


This amount is a capital item and is credited to retained earnings. 
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GPL Company Ltd. 
Balance Sheet as at December 31, Yr. 6 


Historical 
$ (000) 
Assets 
Current assets 
Cash $ 341 
Accounts receivables 438 
Inventories - at cost (FIFO) 500 
Total current assets $1,279 
Fixed assets - at cost $ 860) 
Less: accumulated ) 
depreciation 338) 
i enol 27 
Investments - at cost $10 
Piola 


Yr.6 SB) 
Restated at Updated to 
Note DOCR Cl meV /Onme DOCS PY DAG 
e(Yr.6) (000)" Sv 6) (000) 


Liabilities and Shareholders' Equity 


Current liabilities 


Accounts payable See215 
Long-term debt (in foreign 
currency ) 200 
Totalwliabilities Su415 
Deferred income taxes S$. 220 
Shareholders’ equity 
Preferred shares $ 100 
Common shares 150 
Retained earnings 1,026 
Total shareholders’ 
equity $1,276 
$1,911 


$ 341 $ 236 
438 472 
G 510 734 
$1, 289 $1,442 
$1, 253 $1,198 

H 
Saal 404 
Seer ae $ 794 
I $ 163 $ 163 
$2,194 $2,399 
$ 215 $ 391 
J 307 307 
So 522 $ 698 
$220 $2236 
i $ 110 cy oe XH 
K 255 255 
1,087 1,080 
$1,452 $1,465 
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GPL Company Ltd. 
Statement of Income and Retained Earnings 
for the year ended December 31, Yr. 6 


Restated at 


Historical Note Dec.31, Yr.6 
$ (000) $(Yr.6) (000) 
Sales (net) $3,012 105 $3,253 
Cost of sales EyihO3) M 2, OL 
Gross profit $1,247 $1,242 
Operating expenses 
Depreciation $ 86 H baad by) 
Selling and administrative 748 N 808 
Interest 30 0) 34 
$864 $967 
Operating profit S355 Si 275 
Profit on sale of fixed assets wae: P 2 
$ 395 $ 280 
General price-level loss - iL eet) 
Income before income taxes $ 395 $4 25) 
Income taxes __ 184 Q = 99 
Net income for the year oS. 240 $ 52 
Retained earnings at January 1, Yr.6 875 R 1,080 
$1,086 $I 162 
Less: dividends paid 60 S 65 
$1,026 $1,067 
Add: general price-level gain on 
preferred shares = 20 
Retained earnings at December 31, Yr.6 $1,026 $1,087 
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Calculation of earnings per share 


Historical cost basis 


SaaS) 
Net income for the year $ 279,000 
Less: Dividends to preferred shareholders (10,000) 
$ 269,000 
150,000 common shares were outstanding during the year, 
therefore, earnings per share is 269,000 _ $1.79 
150,000 ~ y 
We (5 
Net income for the year $ 211,000 
Less: Dividends to preferred shareholders (10,000) 
$ 201,000 
150,000 common shares were outstanding during the year, 
therefore, earnings per share is 201,000 _ $1.34 
505000 =e : 
General price-level basis 
Ben tS) 
Net income for the year ($Yr.6) $ 52,000 
Less: Dividends to preferred shareholders (see item S) (11,000) 
$ 41,000 
Add: General price-level gain on preferred shares 20,000 
$7 6 000 
Earnings per share, therefore, is _ 61,000 weit 60 4k 


150, 000 


KOR KOK KOK R KX * 
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PRESENTATION 


The following illustrates, using the data previously derived, how the minimum 


information recommended in this Section might be disclosed. 


It also indicates 


how certain desirable information, e.g. comparative figures and reconciliation 
between net income on a historical cost basis and net income on a general price- 


level basis might be disclosed. 


tion and should not be taken as a model for all situations. 


SUPPLEMENTARY GENERAL PRICE-LEVEL INFORMATION 


Financial Position at the end 
of the year 


Inventories 

Working capital 

Fixed assets (net of accumulated 
depreciation) 

Total assets 

Total common shareholders' equity 


Results for the year 


Sales 

Depreciation 

General price-level loss charged 
to income (Note 5) 

Net income for the year 

Per common share (Note 5) 


Selected ratios 


Return on common shareholders’ 
equity 

Dividends per common share 

Dividend (common and preferred) 
coverage on earnings 


Historical 
Cost Basis 
$ (000) 
Yruo Vira 
$ 500 Sono 
1,064 879 
ae 536 
oat 1,856 
WIS 1025 
$3,012 $2,624 
86 80 
PAH 279 
$1.34 $1.79 
WPS SWA Pol Gel 
$0.33 


3.5 times 


General 
Ba 


This example is only one method of presenta- 


Price-Level 
sis 


$(Yr.6) (000) 


VO) 


$20 $ 
1,074 


742 
2,194 
1,342 


$3,253 
125 


(29) 


52 
$0.41 


3. 8% 


$0.33 ($Yr.6) 0.35 


4.7 times 


0.8 times 


16 es) 


* Since these figures were only calculated for Yr.6 in the Preparation 
section of this example, it is not possible to show the Yr.5 comparative 


figures. In practice, however, they would be provided. 
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Accounting Exposure Draft - July 1975/37 


Notes to the Supplementary General Price-Level Information. 


ae 


The following is a reconciliation of the difference between net income 
on the historical cost basis and that determined under the general price- 
level basis. ns 

Yra6 


Net income for the year $ 211,000 


Inventory 


Additional charges based on restating 

the cost of inventory at the beginning 

and the end of the year in terms of 

dollars of current general purchasing 

power. This removed the effect of 

general inflation out of the profit 

on sale of inventory $ (114,000) 


Depreciation 


Additional depreciation based on cost, 
measured in terms of dollars of 

current purchasing power, of fixed (39.000) 
assets. m 


General price-level loss 


This reflects the net loss in 

purchasing power arising from 

holding a net monetary asset 

position in a period of 

inflation (Note 5). (29,000) 


Sales, purchases and other items 


These are increased by the changes 

in the general index between the 
average date at which they occurred 
and the end of the year. This adjust- 
ment increases profit as sales exceed 


the costs included in this heading. 23.000 (159,000) 


$ 52,000 


Adjustment required to update last 
year's net income from general 
purchasing power at the end of 
Yr.5 to current general purchasing 
power at the end of Yr.6. 


Net income current general price- 
level basis, December 31, Yr.6 
SCOVE 48) S$) 52.000 


* Since these figures were only calculated for Yr.6 in the Preparation 


section of this example, it is not possible to show the Yr.5 comparative 
figures. In practice, however, they would be provided. 
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38/Accounting for Chagnes in the 


General Purchasing Power of Money 


The amounts shown in the columns under the general price-level basis were 
arrived at by translating corresponding figures in the historical cost 
basis column by reference to changes in the Gross National Expenditure 
Implicit "rice (GNE) Index between the dates of acquisition and December 
Sk ANS S62 The figures are expressed in terms of units of general 
purchasing power as at December SUSY VE AG. 


Since the amounts shown on the general price-level basis only reflect the 
effect of general inflation on the company they do not purport to 
represent appraised value, replacement cost, or any other measure of 
current values at which transactions would take place currently. 


The Department of National Revenue does not accept the general price-level 
basis for tax purposes. Therefore, taxes are based on the tax provision in 
the historical cost financial statements. No adjustments have been 
reflected based on restated values. 


The net general price-level loss from holding monetary assets (such as 
accounts receivable) net of monetary liabilities (such as accounts payable) 
during a period is included in net income. The general price-level gain 
attributed to preferred shares has been credited to retained earnings. 

In accordance with the Recommendations of the Accounting Research Committee 
of the Canadian Institute of Chartered Accountants this amount has been 
added to net income in the computation of earnings per common share. 


57 


L76°09L'°6 TAs Ol 99T‘EPE’D 682 ‘080'L 


ST9‘SEE €66 ‘EOE 687 ‘¥67 v89‘£0€ 
GSb tc G78 ’0¢ OTL ’8T EBS 02 sjesse ToyZO pue sTqeatTsdserT squNooOR w13aq-hHuoT 
= 8LL‘9 = Tlie9 Ajtddns [eos ut A4UsuASsdsAUrL 
7260S O89‘L¥ 899‘ O89 ’Lt JjO.usa9g 14M 
Ssjunowe sseT ‘easuedxs pue 4UNOOSTp AQGeq 
BET‘ E9Z OTL ‘8722 TIGr Otc OlL occ SQUdUSeAUT 
sqjesse rI9yuI0 
€€8’ TSP VIL’ 67h OLL‘97P 90T‘E7P 
BES BLE O€8°LS ODLRZE G8c LS qJsoo je ‘sattTddns pue sTetzsjeW 
€TS’TvT 9L8‘°P9T BELAGET €T8 ‘Sst ySOo We ‘UOTRJeTeUeH OTIADETS JOF Tong 
ZUS ‘PET CIGL6CL v66°LTT 796‘6CT @eTQRATa0e1 sjUNODDY 
LOT‘’8LT 9P0’°LL vet ‘9ST 9VO’LL SZUSURSSAUT WISA-AIOYS pue yseD 
sjesse jUueTAND 
6Ly‘EE6'8B v9OV’6St’6 TOT ’2z9’S 660 ‘ESE OD 
O8CnO9C 1 OST 7819 7T TEZLT80-1 6¢87S99'T qsoo 3e ‘UoTJONIASUOCD Jepun szesse pextg * 
67 °ELO‘L Vitwusl. O28’0PS’P 0L9’L89‘P 
76t Cv6'T TEBE SSI C 96L78S6 CLC SCOT uoTzeToeidep peyetTnumooe sseq 
T€9‘ST9’'6 S8T ‘LE6‘6 919 ’667°S 7V6‘O8L‘S Asoo 37e ‘eOTATES UT SJZESse pexTy 
sqZesse poxTy 
SLASSW 
(¥L)000:$ (7L)000.$ 000:$ 000.$ 
EL6L vL6T EL6T vLoT 


TeMog buTSseyoing 


[easuey Jo sytun S}SOD [TPOTIOISTH 


NOILISOd 'IWIONWNIG dO LNAWALVLS 


“W°O°I°OD AG GCHACNAWWOOUYN SISWH NO Ceuvdaddd 


1 - II XIGNGddv SLNGWALWLS GYLSNCUW THART-aOTdd TWHaNngad 


¢ 


LZ6’09L‘°6 


€86°C90’F 


eGo tcS -¢ 
688 ‘°9LZ 


(V6L ‘°LEE) 


v6T’E99’T 


887 ‘OL9 


069’8ZT 
90€ ‘EOT 
ZEB‘EOZ 
099‘PEZ 


LSb’9Z0'S 
069 '82T 

LOT’SST’S 
VSI SCE. 
£66 ‘698’ 


(¥2)000.$ 


NES | 
TaMOog 


_—_—_— 
_—_——————— esse 


LL E6170T 
CTS ’t8S‘F 
€69 TCS ‘Z 
688 °9LZ2 
CSL‘9OF 


BSLV ‘6EL’T 


SOS ‘869 
O25 Slt 


9L8°FOT 
S86 ‘6072 
v80‘°Sctz 


¥S8‘°606'F 
09S “SIT 
vIb’8Z0'S 
006 '°St2 
biS{CBLF 


(72) 000:$ 


VL6oT 


uTSPyuoAng 


TeTeusay Jo sytug 


- II XIGN3ddv 


a 


99T‘EPE'O 687 ‘O80’L 
OPe Cpe “1 O€6‘ILP'T 
G69 ‘9ZT S69 ‘9ZT 
G9S ‘9LZ Gls. Gzs 
98S ‘7Zh6 SCL LGAOCT 
LYT ‘88S S05 “869 
988’7ZTL 09S ’8IT 
619 ‘06 9L8‘PFOT 
008 ’8LT S86‘6hZ 
ZPB’SOZ 780‘SZZ 
ELT ‘60% ‘+ ¥S8'606’F 
988’ZIT 09S 78TT 
6S0’27ZS Ph VIVESTO“S 
SET,0SZ 006 ’SPz 
PZ6‘TLZ’b VIS ‘CSL ’F 
000,.$ 000.$ 
EL6T VL6T 


S}SOD TeROTIOFSTH 


qUSeWSzeISSeY WoIF sntdangs 
uoTZoONIASUOD TRInI TOF eoueysSTsse se 
Ofle3UQ JO BOUTAOIg eA Wor; SUOT3Nq TIqU0D 
SeTousbutjuoo pue 
So7zeT JO UOTAIeSTTIqQeAS ATOZ SATSSOYy 
SUuOT}e Tadosdde qQUuSWeTTAZAa1 
3qe=P ybnory. peyzetnunooe S8T 4 TInby 


Aq tnbg 
Zesk auo utyzIm™ eTqeAed yqap wi94-Huoyq 
3setTaQUT panzD9;y 


eTqeAed sajon 
sebireyo penzooe pue eTqeded squnosoy 


SETITTIQeTT Quezing 


aes suo utyyIm™ eTqedsed ssaq 


qUsUSeI1be aseyoind q2uPeTd 
aTqeAed spuog 
3qep wise 4-Huo7 


SAILITIGWI1I 


vVL6OT “TE YaeWwaogd Lv Sw 


59 


€ 


VEE ’CVE 


Gt8’9c 
GOSH EL 


VRE CHE 
006 ‘°6TE 
VV co 


CLL. BCC 


OTUSLST 


ie oeeSe 
ESTES 


OVS ‘68T 
TELEO? 
092 ‘67 
9S0’SST 
LEBPYC OC 


(xv. 600 T 


G26r OL 


71S ‘96 


(72) 000:$ 


Clot 
1IoeMOd 


O€8‘02S 


OVS ’PTP 
V87 ‘OL 


0£8 ‘02S 
LE0700S 
CGL0c 


SS TeeSeG 


876 ‘SS7 


COLL VSL 


COCg LLC 
CaCHOT 
60 “€9 
CLOSOLT 
928 “60€ 


089‘0F0’T 


OL8 SOT 


OT8’Fl6 


(¥L)0001$ 


Terseuey FO sqtun 


Il XIGNaddv 


99% ‘OOT 


CLLELCOE 


Svc ‘E672 


OTZ ‘29S 


G9¢ “87 
€LB‘80T 
O9S4L1 
OV.L-EP 
VESGWECT 
CECICVC 


SS? ‘SSB 


LOSs-T9 


vS9°E6L 


000,$ 
EL6I 


602 ‘92T 
GcCO £S 


Aol ae 
60cs,9GI 


602 ‘92T 


OTP fcc 


619‘6VE 


LST ‘89 


tor ocl 
BOL‘ST 
669’09 
LEO 7ST 
O9E ‘8872 


OLE £66 
90S ‘TOT 
OLZ ‘968 


000.$ 
VL6T 


S9#SO0OD TPOTIONSIH 


vVL6T 


SeTouebutquos pue sayzer Fo uoT_IezTTtIqGeqAS 
qUusUeITAeA AQoq 

:IOJ peqAetidoizdde sjunouy 

QWOOUT AON 

uteb TeaatT-e0 tid Tersuay 

suotjeizedo worz awoout AON 


qZSoATSBAUIL 


4setTaAUT SIOJFeq sUlODUT 


uoTzeztTpzepueys AOuanberzzZ Jo uoTt_zezTIAAOWY 
uoT ze TO91deq 

yoeqAed - jususeibe zeaTONN 

peseyoind z3eMog 

uoT}ZeTSeUeb OTI,DaeTSe AOF paesn Tong 
uoTZeAASTUTWpPe pUue soUBUaQZUTeW ‘UOTIeIEdO 


s3sop 


ABbiseue pue teamod Azrepuosas 
Abieue pue ramod Azeutag 


sonusaay 


(€L6T AOF SoanbtzZ eaTtRZeAedUIOD YATM) 
‘TE Aequessq pepuq AeeR 3yA AOFJ 


SNOILWYddO dO LINEWALVLS 


60 


LZ6°09L ‘6 mo Tet. OL 99T’EVE’S 682 “O80°L 


ST9’SEE €66 ‘EOE 687 ‘762 v89 ‘COE 
SSP Ic a ae OLE Sr E8S 70 Sjesse TJey,O pure SeTQeATS.eT sqyuNoDSDe wire4-buoT 
2 S19 = Tiles Atddns [eos ut Aueunssauy 
7726°0S 089‘LY 899‘? 089 ‘°LY JjO UsqqTIM 
sjunowe sseT ‘asuedxe pue jUNOoOSTp 4jGaq 
BEz7 ‘E97 OTL ’82z TT6‘O€Z OTL “Scz S}uaUNn saAUtT 
Ss3zesse A9sUuA0 
€€8‘TS6P VIL‘ 62¥ OLL‘97¥ 90T‘E7P 
TLOAGS Of87LS OLL ASS G8z “LS 3soo 3e ‘’sat{tddns pue sTetizsejzeW 
Sracre 9L8°V9T 8LL‘6TT €T8 ‘SST 3S09 3e ‘UOTJeTEeUeH OTAAZDaeTS TOF Tong 
TUS ‘VET 796‘67T y66 ‘LIT 796‘ 67CT @TQRATe091 sjuNoooYy 
LO Ged EL 9v0'LL VE? ‘9ST SVO0e@LL S}ZUSWASSAUT WIS ZIOYUS pue yYseRd 
Sjesse jZueIzIND 
6LY‘EE6‘B 9P'6SP'GS TOT’2z9'S 660 ‘ESE ‘9 
Ove 09c T OST ’8L9'T T82 7T807T 6c8'S997T qsoo 3e ‘UOTIONIAZSUOD JepuN sjesse pexTy 


6Ec -EL9°L Vie OL ok O@8 ‘OS ’F 0L9‘°L89°F 


Z6t cre tT TG Goda 96L’8S6 7LZ°C60'T uot ZetToeidep peyeqtnunsoe ssoaq 
TE9‘ST9'6 GBT ‘LE6’6 919‘’66F'S Z¥6’08L°S sod 3e ‘SOTAIOS UT Sjesse pexTy 
syesse poexty 
SLASSW 
(¥Z£)000:$ (¥£)000:$ 000,$ 000.$ 
EL6T VL6T EL6L PLOT 
aemMog DUuUTSeYyoOINg 
Terzsuey FO sytugn S3SOD TeRPOTICRZSTH 


NOILISOd IWIONWNIA dO LNAWALVLS NIWO TAHART-dOL ed 


IVUANED FHL ONIZILYOWY JO SISWd NO Gguvagua 
{ - IIl xIanaaav SINIWALWLS CALSNCAW IHAAI-SOIvd TwugNngo 


C 


L26‘09L ‘6 eee GlecOe SOT tye 9 682 ‘O80'L 


786 ‘°E90°F 718’ V8S'P 97B’SPE'T OLGSELLSL 


LEZ GOGRS B62 “ZBL MAP yo. & See uTeh TeAeT-seotsd Tersueh paztyzsoOweuA 
€69‘'T72S‘Z €69‘°T72S‘Z = = jZuawejzejset worZ snTdans 
688 ‘9LZ 688‘9LZ G69‘97T S69‘9ZT  UoOT_JONAZSUOD TeINI IOF soOUeYSTSSe se OTIeRUO 
JO BsdUTAOCIg eu WoITzZ SUOTINQTI4U0D 
(TEO’LOL) (99S ‘SEL) G9S‘9LZ OTS ‘6ZE setousebutquoo pue 
SORLT JO UOTREZTTIGQeAS AOFJ SATSSOY 
P6T‘E99'T BSLV ‘6EL‘T 98S ‘76 SCUYSIOEE suotje tidoidde jueweitje1 
4qep ybnorzyA peyAetnumdoe satytnbg 
Aj tnbg 
B8Pr ‘OL9 SOS ‘869 LvT ‘88S SOS ‘869 
069 '8cT O9S {3 LI 988 cIT 09S. 8 LE zeof suo utyyzt™ eTqeded aqep w194-HuoT 
9O0€ “EOT 9L8°V0T 619 ‘06 9L8‘FOT FSera;UT pentzooYV 
CesT OC G86 ‘62 008 ‘8LT S86 ‘6hz2 etqeAed sa jon 
099‘'PEZ ¥80'S72Z TPB ‘SOT v80’S7Z sebieyo peniooe pue oetqeded squnoooy 


SOTITTTGETT querIND 


LS¥‘9Z20'S ¥S8 ‘606°? EAP 6OveYy ¥S8°606'F 


069’82T 09S ’8IT 988’72TT 09S “8TT aeek auo uty3Itm atqeded sseq 
L¥T SSL'Gun PTY 8c0'S 6S0’C7S ‘PF VIt ‘8720'S 
VST ’S8Z 006’S¥z SET ’0SZ 006 “Sz quouserbe eseyoind juetd 
€66'698'h ¥IS’ZBL‘P V.C6BUL CYP VIS ‘C8L‘F etqeded spuog 
3qep w1394-Hbuoy7, 
SAILITIGWIT 
(¥Z£)000:$ (v2) 000:$ 000:$ 000:$ 
€L6T VL6T ELET VL6T 


TemMog buTSeyoang 
TezsueyH FO sytuyn 


S3SOD TPOTIOASTH 


vL6OT ’T€ AAAWAOAd LW SW 
Ill XIGNdddWv 


62 


e 


BOCPHLE 


(COV bP) 
60S ‘LL 


LOT’EE 
E99O° Ot 


VHP 7 


CLE Bec 


Tice loc 


TC8SL 
Lares 


OVS ‘68T 
LOL 0c 
092 ‘6h 
9SO0‘SST 
L8P ‘762 


LE?" 600°T 


Gt6°CL 


ZTS ‘9C6 


(¥L)000.$ 


tL6t 


TaMoOd DUTSeyoAng 


a) bal Bg 


(STS 782) 
V8 ‘OL 


69L LY 
VEO Oe 
61, .0c 


SoTSSEC 
876 ‘SSZ 


CEL‘ VBL 


COGLLAG 
EBS oT 
60€ ‘C9 
cTO’SLT 
928 60€ 


089 ‘0OF0'T 


OL8 SOT 
OT8‘PE6 


(vL£)000.$ 


VL6T 


TereuaH Fo sytun 


III] XIGQN&ddWV 


99% “OOT 
eLUs ve 


889 “G9 


99% ‘OOT 


99% ’OOT 


SUL=CST 


GPC “£672 


OT2 ‘29S 
SIOumuC 


EL8" 801 
09S “LT 
ST ae V, 
BES OG,4 
CEC. .OVc 


SSt’SS8 
TOs T9 


vS9’°C6L 


000.$ 
CLOT 


OUC 9Ct 
ScO'EG 


VET ‘EL 


602 ‘9ZT 


602 “9CT 


Ob E22 


6T9’6VE 


LST‘’8t9 


ESE “6CT 
B0L ‘ST 
669 ‘09 
LEO‘HST 
O9€ ‘88z 


9LL"L66 
90S “TOT 
OLZ ‘968 


000.$ 
VL6 


$3809 TeOTIOISTH 


SeTouebuT}ZUOD pue sazer go uOoTIeZTTIqGeAsS 
qQUueUaIT,e1 AGaq 
*I0F payetidoidde s junouy 


SWODUT AON 


uteb TeAsT-eotsd Teazsueb FO UOTReSZTRI0UrY 
suot}etedo worlz suloout yon 


qsetajut 


}SSIBAUT eTOJEq suUODUT 


uot eztprepuejys Aouenbeazy Fo uotzeztAA0UTy 
uo Te TDe1daq 

yoeqhed - juaweeibe szeatonyn 

peseyoind zamog 

uoTReIeUeb OTAADeTe ATOZ pasn Tong 
UOTIPAAZSTUTWpPe PUe sdoUeUAaAUTeU ‘UoTAeIAado 


s3so9 


ABisue pue azemod Azepuoses 
Abizeue pue zemod Azrewt3zg 


sanusasy 


(€L6T TOF SeanHtzZ aatAQereduios y zt) 


VL6T ‘TE Tequeseq pepug rzeeA ayA AOzZ 


SNOILWYadO JO LNAWALWLS 


63 


64 


CO eeL eC 810 ’0SZ 99L‘8EZ tar Te{0R 
9T8’°CE 9T8°ZE 918’7ZE 818 ’SZ ZOSITpuUy 
TTE “OZ COC bie 0S6‘S0Z ©SE “6cT 7007 Td 
VSUDAXY UuOTIRIRTO91 3d 
€88‘6LE'Z LLBSGGT “7 CiiCa LOO" C acLee e601 TEIOL 
6tp LET 6th LET 6EP ‘LET Tye ’S6 J34I0 
pue soTATssg ‘aeATIeAASTUTUpY 
706 ’96E Tvz ‘TSE TE CeenkGE E96’PLT uoT3INqTIAsSTd TtreIAey 
6VO‘'EVE 889 ‘F8Z LLB’ELZ TRE “SET uoT eOTUNUMOD pue UuOoTSsTusuUPeIy, 
TOL ’SZE cO9’STE OOP ‘90€ G6E “PST uoT}eUIOFSUeIZ 
TUS ‘TS 7L6‘06P CEO ‘LGP EEB’OLZ uoTJeTsUSey TeurSeUL 
OSZ ‘SEO 626°SLS OEE OLS 66h ‘'9GZ uoTze1S8UayH OTTnNe1apAH 
uo TI® TOVaIdag pe Ae Tnunsoy 
SSE79ET ’Z OST ‘8L9’T OST 829°  6¢8°S99‘T UOTIONAASUOD Aepun Sjessy poxta 
C60 116-01 S8T ‘LE6‘'6 E9EM60S 6) * CP 6084S TeIOT 
678 70LS 67870LS 678’0LS 098 0rF 13430 
pue VOTAISS “OATIRIASTUTUDY 
870‘S90‘T EG tc V6 TIS ‘26 600’T9S uoTAINQTAASTqd TTeqeY 
899‘ETS‘T 9S9’€0€‘T VIE" CSS TST “OTL uoTZeoTUNUMOD YF UOTSSTUSUeIY 
OCVUCTC “T 6S0‘GLT'T 9bS’SET‘T 9LL‘Z69 uoTJeUIOFSueIy, 
OFS ‘OF6’Z BV6‘'S99'Z CLE. 990 CS) BOG EGr oT uoT}eTeUuSsy TewIdUY, 
£89’809’€ CBL‘BLT’E OVS TPL t* s98P- c6GT UOTZeIBUSD OTTNeIrpAW 
SOTAIZSS UT S}eSsyY pexTy 
000.$ 000.$ 000.$ 000,$ 
3809 UuoTRIONpoAGSsYy B8ANAZTPuedx_ Jo Aesaz pexespul SOs) SSPTD 
quezing JoF peysnl{py “1° No © Teo tzOASs TH 


pe zeysoy TeAeJ-sotig ~Tearouey 


(pL6T “TE Aequeseg Ae se) 
SLaSsv Gaxid dO INGWaLviSau 
AI XIGQNdddW 


ee} 


a 
Evie 


000’008’S"452® SLB’6TL’Y 


(6¢% ‘8T) 


OFES 20> LY. 


€1S’098°S 


'698‘80L’S 
6T9 TST 


$69 9cT 


(T08 ’ 066) 
Szi S101 


66E ‘“BLZ’S 


S86 692 
006’°S%Z 
vIS‘ZBL°Y 


000:$ 
7/61 
OnTeA 
queizing 


A XIGNHddV 


LS ‘02 
vhP ‘eZ 
c €¥°8 9S 


786 ‘E90'F 
Vee 0c. 


PGI eUCSiae 
CoOMe cicaak 


688 9L¢ 


(TE0’LAL) 
v6T’E99'T 


6L6°8SE‘S 
cEB EOS 


bST “S87 
£66 ‘698’ 


000.$ 
€L61 


[Ais 

C Ye 
Bt0’008'F 
yas Whe 
€6L ‘O07 
Gore Gm eG 


c18 PEs ’t 
B86c CBL 


€69 TCS ‘°7 
Tz8’08Z ‘T 


688 9L¢ 


(99S ‘SEL) 
BLY’6EL‘T 


66€ ‘8LZ’S 
S86 62 


006 ‘S#Z 
VIS ’78L’% 


000.$ 
7/6T 


TI1l xtpuoddy 
IemMog Butseyoing 
yTeisuey Fo sqtug 


SOILVY ALINOI/Laaa 


6L° OT 
LS~ 


L90’vE6’E 
66 bCh 

1 ee A 

¢ ty=8 9S 


t86°C90°F 


€69'T2S ‘2 
682 °ChS’T 
688 9L¢ 
(V6L LEE) 
v6T ‘E99°T 


6L6°BSE'S 


eee 


cteB €0¢ 
VST ‘’S8Z 
€66°698'P 


000.$ 
€L6T 


VOSS 
9F- 


v6b EB ’'P 
PSE ‘PLO 
€6L ‘02 
SS a 


c18 ves ’P 


£69‘1¢S.’2 
61T’€90°Z 


ooo > 


688 9L¢ 
tSL ‘OF 
BLY’6EL‘T 


66£ ’8LZ'S 
S86 6tz 


006 ’StZ 
VIS ‘ZBL’ 


000.$ 
7/61 


T] xtpueddy 
IoMOg Burseyoing 
Tertoueyg Jo sztug 


ewe 96°8 
E€TE’667’°T 880’80r’'T 
99 ’OOT 602 ‘97T 
ace2l CL. 6 acre? 
OPA’SPE’T O€G6’ILE’T 
OPB‘°SPE‘T O€6’TLY’'T 
G69 9eT 669 ’92¢T 
S9S ‘9LZ OTS ‘6ZE 
98S “76 SCS C0 kh 
6SB’°OOL’P 66€'°BLZ°S 
008’8LT $86 6r2 
StTt’osz 006‘SPZ 
VC6'TLZ’R PIS‘°ZBL’? 

000.$ 000.$ 

E161 7/61 

TeoTaoO7 Sry 


uteB TaaetT-s0t131d Hbutpntour 
uinqzey % 


Aytnbs aberzay 
uteb Yaaat-sesotsid Burpntour 
BuIosUT JON 


ot3ey Aqtnby/3qeq 


uteb pozt3zsoweun 
SAI@SAI AUusWaReAS|aY 


uoTAnqTiqUOD Tet mutTaAoIsg 
saqert Jo uotjeziyTIqPIAS 
quawezT3a1 AqQSqd 


7m 


atTqeked s230Nn 
JQuewsermbe aseuyoind juetg 
etqeAed spuog 


qWqea 


65 


cL8 °89F TT 


€TS ‘098°S 
S€9°9CT 
768 ‘80L‘S 
(103 ’066) 


SGESkOsE 


Sos ‘869 


oes ‘Stl 
SL8°70T 
SSO Gre 
780 SCC 


006 ‘SV 
HIS ’°Z8L’? 


000:$ 
moO 
S05 


682 ‘O80'L 


OGG MEL Vast 


S69 -9Gm 


OTS ’6cE 


SOLE SiOat 


S0S ‘869 
OOS Sit 


9LB°VOT 
S86 672 
¥89°SZT 


¥S8 ‘606°? 


09S “8TT 
bIP‘8C0’S 


006’St2 
TAG 400 Let, 


000.$ 
PL6l 
3S0D 


uotjzoOnpordsy TeROTICISTH 


qQuezino 


t= 


IA XICN3ddv 


uoTIONIAZSUOD 
[eini JOF souej,stsse se OTIeRAUO 
JO BsoUTAOIg ey WOTZ suUOTANdTI3UOD 
sn{tdins uotqzen[easy 
setTouebutquod pue 
soqei Fo UoTReZTTIIGQeYS TOF SAASeS3Y 
suotqjetidoidde juewert 4e1 
Aqep ybnozuA pe_zetTnumooe sat zimMnby 


AQ tnby 


azeok suo utyyIM etTqeked Aqep ue j-Huoy 
qQsereqUT penrdoy 

etqeAed so j0Nn 

sebaeyud penzooe pue etqeAed sjunoooy 


SOTITTIGeTT #uerAND 


aeok auo utyuAtTmM etqeAed ssayq 


quoueeirbe eseyoind juetd 
etqeked spuog 


aqep wize3-Huoy 


SAI LITIGWIT 


PLet 


SINGWELWLIS ANIVA DNAYENO 


SSS 


ZL8 ‘894 ‘TT 


789°ECOE 


£8S O02 


TL 9 
089’LYt 


OA 8CC 


TS ‘LEP 
RSG TES: 


AGS 
796 ‘62T 
9V0°LL 


L99°L99 ‘OT 
SSicmsoe lec 
60€ “TES’8 
S88 760 <c 


Z6T ‘TT6 ‘OT 


3S09 


queazino 


—————S—=—— 


682 ‘080 “L 


yB89‘CO€ 
€oc Oce 


TTL 9 
089‘°L¥ 


OLESSES 


90T’E2r 
REA ES) 


€T8 ‘Sst 
796° 62T 
970°LL 


667 ‘ESE '9 
628 S99 T 
0L9‘L89‘% 
ZLe €60 TL 


7V6‘08L°S 


000:$ 
TL6T 
3S0D 


uotzonpordey TeROT103STH 


sjesse 

JauZO puUe SeTQeaTecsezr squNoosoe w1e3-HuoT 

Atddns [eos ut A4useuyzseaurl 
JJO usqqgTIM 

‘esuedxe pue qZunoosTp 3qed 

sjuseUuy SeAUr 


sjunoure ssoeT 


sqZesse I9yu3z0 


3so05 je ’sattddns pue sTetz3e7eW 

3Qso0o 3e “UOTReEASUaH OTIQOEeTS AJOF TEns 
eTQeAtTe.er squnosSy 

SjUSWASSAUT UTeA-JAOYUS pUe YseD 


sjesse quetTIND 


Asoo 3e “’UOT_IONAASUOCD AVspuN szesse poxTty 


uoTjetoeidep peqetnumose sseq 
QSOD 4e ’SOTAIOS UT SjJasSse paxXxTT 


sqesse pextg 


‘T€ UPAWAOAG LW SW NOILISOd TIWIONWNIG dO LNAWALYLS 


66 


C 


(60% ST) 


(C€97T6) 
VST ‘EL 


(60% ‘8T) 


OL tcc 
T96 ‘072 


ST8‘Z6L 
TIE 7002 


BOL‘ST 
669 ‘09 
Let LST 
O9E ’88Z 


9LL‘L66 


2 OSer OL 
OLZ ‘968 


000.$ 
PL6T 
S09 


uot zoOnpordsay 


queazing 


IA XIGNdddW 


6072 ‘92T 
SCO-eS 


VELEL 


602 ‘92T 


NLP STS 


619’6VE 


LST ‘8v9 
US E56C T 


B80L ‘ST 
669 ‘09 
LEO’ PST 
O9E “88z2 


SCL L66 


90S TOT 
OLZ ‘968 


000:$ 
VL6T 
3809 


TRI T103s TH 


SetTouebutjuoo pue sajzer jo uOoTReZTTIGQeAS 
ZUSUWeITI2I AGaq 


*ZTOF paeyetsadoirdde sjunouy 


SWOSUT JaN 
4sora4UrL 


3S9ISAUT BSIOJSq SWODSUT 


uoT}e ToOa1daq 
yoeqhed - juseulsei6be szeatTony 


peseyoind zamog 
uoTzeTAUEH OTIADeTS JOJZ pasn Tong 
uoT}eazySTuTWUpe pue soUPUaAUTeW ‘UoTIeIAad9 


s3soD 


ABbseue pue tamod Azepuosas 
Abasue pue temod Axzeutisg 


sonuandy 


pL6T ‘TE ATequeseq pepugq reaxK ayA AOJZ 


SNOILWYadO dO LNAWALVLS 


67 


APPENDIX VI - 3 
RESERVE FOR STABILIZATION OF RATES AND CONTINGENCIES 


for the Year Ended December 31, 1974 


Current 
Historical Reproduction 
Cost Cost 
1974 1974 
$'000 $'000 
Balance at beginning of year 276,565 276,565 
Appropriated from net income 537025 (91,633) 
Grant to Ontario Municipal Electric 
Association (80) (80) 
Adjustment of prior years' depreciation 
on current replacement cost of fixed 
assets in Service ie he (GRE) weiss) 
Balance at end of year S29, O10 (990,801) 


SS 


APPENDIX VI - 4 


STATEMENT OF REVALUATION SURPLUS 


for the Year Ended December 31, 1974 


Current 
Reproduction 
Cost 
1974 
$'000 
Revaluation of assets to reflect current 
replacement costs at December 31, 1974 
Fixed assets in service Sy LEO} 5 ASO) 
Fixed assets under construction 470,529 
5,600,779 
Fuel for electric generation 74,415 
5,675,194 
Revaluation of cost of fuel used for 
electric generation for 1974 - the 
replacement cost of fuel used during 
1974 at the date of the consumption 
of the fuel 33,700 
Balance at end of the year 5,708,894 
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